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The North-South Differential In Italian 
Economic Development * 


HOUGH the economy of Italy has been transformed in the one 

hundred years since its unification, the various regions have ex- 
perienced quite different degrees of development. Southern Italy, in- 
cluding Sicily and Sardinia, all of which comprises 4o per cent of the 
land area and, today, about 37 per cent of the population, has lagged 
far behind the North. 

The purpose of this paper is to examine the nature and causes of the 
economic differentials between North and South Italy as they existed up 
to 1914. The first problem is to establish the relative economic positions 
of the North and South at the time of unification in 1861—an issue 
which must be resolved before the sources of the subsequent differences 
in development can be determined. The second step will be to trace 
the divergent economic paths of northern and southern Italy between 
1861 and 1914. This requires a survey of the over-all changes which 
occurred after unification in order to provide a background against 
which the sectoral patterns can be assessed. After this a synthesis is 
attempted of the aggregate and sectoral information. 


I 


The North-South experience has been reviewed many times, and 
there are a number of ad hoc explanations which require testing, as 
well as hypotheses which can be taken from more generally stated 
theories of economic development.” 


*I am particularly indebted to P. N. Rosenstein-Rodan for help and encouragement and 
to E, Kuh and W. Parker for useful comments on a prior version. The research upon which 
this paper is based was undertaken as part of the Italy Project of the Center for International 
Studies. 

1 Francesco Perrone, Il Problemo del Mezzogiorno (Naples, 1913), discusses a long list of 
theories of lack of economic development in the South. 
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One of the most widely accepted views is that North and South 
were in roughly equal positions at the time of unification. The subse- 
quent discrepancies in growth patterns are then ascribed mainly to 
government policy. As examples of a general favoring of the North by 
the government, it is claimed that it received preferential treatment by 
concentration of expenditures there and that the national tariff policy 
discriminated against the South.” It has also been claimed that the 
structure and organization of production in North and South Italy were 
roughly the same at the middle of the nineteenth century.* Of course, 
in such comparisons the differing significance of handicraft as com- 
pared to factory-organized industry and self-supporting as compared 
to subsidized industry must be appreciated. If these claims are correct, 
it would be reasonable to conclude that the South’s prospects for 
development were roughly equivalent to those of the North at the time 
of unification.* 

The view that the economic differences between North and South 
antedate the unification of Italy has been argued effectively by a num- 
ber of authors. It has been suggested that the relative depression of the 
South has its origin in the ancient world and that the economic changes 
in the first half of the nineteenth century did not reduce and may even 
have increased the regional disparities.” If the economic differentials 
antedate unification, identification of the effects of government policy 
becomes more doubtful, since in absolute terms even equal growth rates 
would magnify any original regional differences.® Original differences 
in average incomes and income distribution might also indicate unequal 
potentials for saving and investment and subsequent growth. 

In most such discussion there is full recognition of the great dis- 
parities within each region. However, Central Italy cannot 2lways be 
treated separately because data for the Central Italian Papal States of 
the mid-nineteenth century are particularly inadequate. When possible 
a threefold distinction of North, Center and South, the latter including 
Sicily and Sardinia, is presented; it uncovers some crucial factors 


2For example, F. S. Nitti, Nord e Sud (Turin, 1900), and, currently, F. Vochting, “In- 
dustrialization or Pre-Industrialization of Southern Italy,” Banca Nazionale di Lavoro, Quarterly 
Review, No. 21 (1952), p. 67. 

3 F. Vochting, “Industrialization or Pre-Industrialization,” p. 67, and a Molinari, “Southern 
Italy,” Banca Nazionale di Lavoro, Quarterly Review, No. 8 (1949), p. 27. 

4G. Cenzato and S. Guidotti, J] Problema Industriale del’Mezzagiorno, Ministero dell’In- 
dustria e Commercio. 

5. Barbagallo, La Questione Meridionale (1948), Chapters 2 and 4; D. Demarco, “Nord e 
sud nell’economie Italiana preunitaria,” Rassegna Economica, No. 1 (July-March 1956), p. 34. 

6 See T. Haavelmo, A Study in the Theory of Economic Evolution (Amsterdam, 1954), for 
a discussion of growth models which demonstrate this point. 
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otherwise concealed by the North-South division. The impression left 
by a reading of the economic history of the pre-unification period, 
even by writers favorable to the South, is one of greater differences 
among the southern than among the northern subregions. 


II 


Ideally, one would like information on the total income produced in 
each region, its distribution, its sectoral breakdown and relation to 
the available capital stock. The indirect indicators which must suffice in 
any historical work such as this are not always unambiguous. 

The occupational distribution of the labor force as given in Table 1 
shows a larger percentage of the regional labor force employed in the 
South than in the North in the 1860’s and 1870's. This is often quoted 
as evidence of the relative economic advancement of the South which 
balances other evidence less favorable. 

In interpreting Table 1 it is useful to jump ahead of the story 
to Sections IV and V, where it is established that the rate of in- 
dustrialization in all of Italy went up in the 1880’s and 1890's and that 
the change was concentrated in the North. It is clear then that a 
simple and direct relation between the proportion of the labor force 
in industry and the general level of economic development cannot 
be assumed. It would imply, for example, that the North actually 
developed more rapidly between 1871 and 1881 than between 1881 
and 1go1, and was less developed in 1921 than in 1911 or in 1951 as 
compared to 1931. Central Italy, on this assumption, would have ret- 
rogressed between 1881 and 1gor and the South would have declined 
from 1881 and 1921 and from 1931 to 1951. 

Growth of the industrial labor force depends not only on the growth 
of industrial output but also on the changing distribution of this output 
between groups of establishments with different labor-output ratios, for 
example, between artisan and factory establishments.’ A relative decline 
in the artisan labor force may be the result of an increase in the role 
of factory as compared to handicraft labor and thus be consistent with 
an increase in total industrial output. The data of Table 1, which 


7 Obviously a model is implicit in this analysis which assumes that labor is used in quite 
different intensities in artisan and factory establishment. This difference is at least one source 
of cost, and, therefore, returns differentials which may persist over long periods because of 
market imperfections but which break down during rapid industrialization. 

8 Rosenstein-Rodan reports that investigations in countries of southeastern Europe showed 
that the percentage of workers in handicraft industries varied first inversely and then directly 
with higher per capital income. 
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include both artisan shops and factories in the industry category, thus 
do not provide a clear indication of the relative economic positions 
of the regions.” 

The labor force data of Tables 2, 3 and 4, culled from various 
sources and collected originally on the basis of quite different defini- 
tions and coverages, add a little light. Table 2 seems to confirm the 
data of Table 1 for 1861 in that the percentage of the labor force in 
industry, including handicrafts, is higher for the Kingdom of Two 
Sicilies, which includes most of southern Italy, than for any other 
region except the Papal States.*® It is difficult to reconcile Tables 1 
and 2 with Tables 3 and 4. The proportions of the labor force in in- 
dustry in continental southern Italy in 1826 (Table 3) are significantly 
less than the proportions indicated in Table 1 for 1861, while that 
proportion in Tuscany in 1841 (Table 4) is much higher. 

The stock of social overhead capital available to a region is regarded 
in current development literature as one of the most important de- 
terminants of the growth potentials of a region.” Little information 
is available on this subject for the Italian regions in 1860 other than 
highway and railway mileage. The superiority of the North in high- 
ways is evident in Table 5, where only part of that region can be 
represented. This superiority would remain even if the mileages were 
computed relative to occupied and productive land, rather than total 
area. From Table 6 it appears that, outside the North and Center, 
railways were virtually a curiosum at unification; in the South their 
mileage was too small to have had a significant effect on economic 
activity. By the late 1850’s some areas within the North must have been 
benefiting from the advantages of rail transport.’” Undoubtedly coastal 
shipping partially made up the inadequacies of land transport both in 
the South and in the North. But the lack of internal communication 





®It is worth noting that the results of the 1861 census were greeted with surprise at the 
time. Apparently it was quite generally felt that these results overstated the importance of 
industry in Italy as a whole and particularly in the South. Other investigators failed to indicate 
anywhere near the levels of industrial employment shown by the national censuses. There 
is no doubt that the census methods, putting major responsibility for reporting on the municipal 
governments, admitted the possibility of gross errors. See R. Tremelloni, “Le Condizione 
dell’industria italiana al mometo della prima unita,” L’Industria, 2-3 (1946), 11, and V. Ellena, 
“La Statistica di alcune industrie italiane,” Annali di Statistica, ser. 2, Vol. 13 (Rome, 1880). 

10 There was a concentration of artisans around Rome attracted by and serving the Papal court. 

11 P, N. Rosenstein-Rodan, “Notes on the Theory of the ‘Big Push,’ Center for International 
Studies, M.I.T., March 1957. 

12 The substantial differences within the North and Center regions suggest that the North- 
South comparisons may often be distorted by inclusion of the Center within the North. 
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in the South suggests relatively more social as well as economic self- 
sufficiency, so that advances achieved in some areas probably com- 
municated themselves with less speed and impact than in the North. 
Thus, Tables 5 and 6 tend to confirm the often-remarked-upon isola- 
tion of southern Italians in the mid-nineteenth century. 


TABLE I 


OCCUPATIONAL DISTRIBUTION OF ACTIVE POPULATION IN ITALY, 
BY REGION AT CENSUS DATES, 1861-1951 # 











Agriculture | Industry | Transport | Commerce Other Total 
Year | Region>| PerCent Per Cent Per Cent Per Cent Per Cent | (thousands) 
N 
1861 iC 57:2 25.9 16.9 8,900 
S 57.1 30.4 125 5,300 
N 60.3 22.0 1.5 1.3 14.9 6,913 
1871 C 60.2 18.5 1g r3 18.3 2,581 
S 54.0 24.0 2.2 1.4 18.6 5,534 
N 56.4 25.4 1.7 21 14.4 7,197 
1881 Cc 55.8 23.6 2.0 1.6 17.0 2,555 
S 48.9 30.7 aa 1.4 16.6 6,362 
N 57:3 26.6 23 5.3 8.5 7,562 
1901 C 61.3 21.7 2.8 4.3 9.9 2,744 
Ss 61.4 23.1 2.9 4.3 8.5 5,967 
N 51.8 30.7 3.0 6.0 8.5 7,843 
IQII C 55.0 26.6 3.6 4.9 9.9 2,749 
Ss 60.6 21.9 3-7 5-4 8.3 51779 
N 50.3 29.5 4.1 7.0 Q.1 8,488 
1921 C 56.7 22.0 4-7 5.1 11.5 2,969 
S 62.8 20.5 4.3 4.9 7.9 6,193 
N 41.0 35.8 4.1 8.3 10.8 8,295 
1931 C 48.8 26.3 4.6 6.9 13.4 3,075 
S 55.3 23.1 5.0 6.4 10.2 55374 
N 42.2 35.5 3.4 9.0 10.1 8,610 
1936 Cc 50.7 25.3 3-7 75 12.8 35344 
S 57.0 22:4 4.3 7.2 9.2 5,607 
N 33.0 40.3 4.0 139 9.0 9,403 
1951 Cc 42.5 28.0 4.3 12.6 12.6 3,611 
Ss 55-3 22.7 3.9 9-9 8.2 6,563 


























& SVIMEZ, Statistiche sul Mezzogiorno, 1861-1953 (Rome, 1954), pp. 39-49. These data 
have their source in the national population censuses taken in Italy since 1861 and have been 
adjusted to eliminate overlapping of categories and increase comparability. 

b N—North, C—Center, S—South. 
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TABLE 2 
OCCUPATIONAL DISTRIBUTION IN SOME ITALIAN STATES AROUND 1850 8 


Industry and 
Proprietors Agriculture Handicrafts Other Totals 
Per Cent Per Cent Per Cent Per Cent Thousands 


Piedmont 23:3 60.0 12.2 4.5 2,206 
Duchy of Modena 37.6 52:2 6.2 4.0 647 
Papal States 60.3 35.8 3.9 1,948 
Kingdom of the Two Sicilies 26.9 49-4 14.6 9.1 3,697 


&P. Maestri, Annuario Economico-Statistico dell’Italia, 1853 (Turin), pp. 68-69. 


TABLE 3 


OCCUPATIONAL DISTRIBUTION OF ACTIVE POPULATION, REGIONALLY 
DISTRIBUTED, OF THE CONTINENTAL PART OF THE KINGDOM OF THE 
TWO SICILIES, ACCORDING TO THE CENSUS OF 18268 


Industry and 
Agriculture Handicrafts Other Total 
Per Cent Per Cent Per Cent Thousands 

Capital 4.3 82.0 13.7 125.7 
Province of Naples 68.8 27.5 3.7 93-5 
Terra di Lavoro 83.8 12.9 3.3 170.9 
Principato Citra e Ultra 81.4 15.2 3.4 216.4 
Capitanata 91.9 6.2 1.9 133.9 
Basilicata 93.0 5.6 1.4 208.6 
Molise 92.9 5.9 a2 145.4 
Bari 81.5 15.9 2.6 r13.3 
Terra d’Otranto 83.7 13.6 27 114.8 
Abruzzi 88.6 9.1 a3 307.6 
Calabria 83.4 13.6 3.0 286.3 
TOTAL 80.4 16.3 33 1,915.6 


® Censimento ossia Statistica Del Regno delle due Sicilie, Naples (1826). 


TABLE 4 


OCCUPATIONAL DISTRIBUTION OF ACTIVE POPULATION 
REGIONALLY DISTRIBUTED, OF TUSCANY, 
ACCORDING TO THE CENSUS OF 1841 ® 


Commerce 
and 
Agriculture Artisan ‘Transport Services Other Total 
Per Cent PerCent Per Cent Per Cent Per Cent Thousands 
Florence 51.3 29.3 1.4 13.2 4.8 403.4 
Pisa 50.7 22.7 4.1 17.1 5.3 181.1 
Siena 61.7 19.6 12 12.7 4.8 75.6 
Arezzo 68.1 18.2 0.5 8.6 4.6 125.0 
Grosseto 63.4 15.0 ‘7 14.1 5.8 36.1 
TOTAL 55-2 24.6 1.9 13.4 4.9 821.3 


®P, Bandettini, “La popolazione della Toscana alla meta dell’ottocento,” Archivio economico 
dell’unificazione italiana, I-IV, Fascicolo I (Rome, 1956), 51-71. 
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Another type of social overhead capital of a region is the education 
and skills of its labor force. Primary education, with its effects on 
productivity and ease of social communication, was more widespread 
in the North than in the South. Data available for 1871, which reflect 
the extent of the pre-unification educational systems to a considerable 
degree, indicate a literacy rate for inhabitants over six years of age in 
the North almost three times the 15.9 per cent rate of the South, while~ 
the Center is intermediate with a 25.3 per cent. The differences are 
confirmed, though in a somewhat less extreme form, in the literacy 
rate of army conscripts from the various regions."* 

Agriculture was far and away the most important sector in both 
North and South. A fairly complete picture of its relative state can be 
drawn from the data. Production and available supplies of the major 
cereal grains in the various regions are shown in Table 7. Apparent 
per capita availabilities in the North and Center were lower than in 
the South. This regional pattern of cereal consumption prevails even 
today and is considered another aspect of the relative depression of the 
South rather than evidence of its advancement.”* 


TABLE 5 


HIGHWAY MILEAGE IN ITALY, 1863 @ 


Per Square 
Total Per 1000 Kilometer of 
Mileage Inhabitants Land Area 
(Kilometers) (Kilometers) (Kilometers) 
Piedmont 16,841 4.763 0.487 
Lombardy 20,267 6.527 0.909 
Emilia, Marche and Umbria 21,660 6.113 0.509 
Tuscany 12,359 6.768 0.555 
Continental South 11,223 1.653 0.131 
Sicily 2,630 1.099 0.090 
Sardinia 979 1.655 0.040 
TOTAL 85,959 3.947 0.331 


8L. Bodio, L’Italia Economica nel 1873 (Rome, 1873), p. 132. 


Considerable regional diversity exists in the production of other 
crops. Potatoes—but not other vegetables—were apparently a more 
important crop in the continental South than in the Center or North 
around 1860. The South produced two thirds of the olive oil but only 


13 SVIMEZ, Statistiche, pp. 770-72. 
14In general in Europe higher per capital incomes are associated with lower per capita 
cereal consumption. As incomes increase, consumption patterns shift to other foods. 
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TABLE 6 


ANNUAL CONSTRUCTION OF RAILROAD MILEAGE IN ITALY 
TO 1859 (KILOMETERS) # 


Kingdom 

Lombardy- Papal of the Two 
Year Sardinia Venice Tuscany States Sicilies TOTAL 
1839 - 8 8 
1840 13 ~ 13 
1841 ~ = - 
1842 33 = 33 
1843 = 33 33 
1844 = 19 31 50 
1845 - 20 - 20 
1846 66 19 12 97 
1847 - 26 26 
1848 8 - 972 80 
1849 49 80 64 193 
1850 56 - = 56 
1851 12 54 16 87 
1852 ~ 3 - 3 
1853 107 - 7 114 
1854 194 85 = 279 
1855 52 72 ~ 124 
1856 146 - 2 15 163 
1857 58 50 10 20 138 
1858 168 2 - - 195 
1859 ~ 39 2 81 122 
Adjustments -31 -31 
1859 Total 819 522 257 101 99 1,798 
Total length 
per 1,000 
Inhabitants 1.92 1.40 0.35 1.10 0.10 
Total length 
per Millions 
of Hectares 1.38 1.19 0.24 1.15 0.09 


8 Isidore Sachs, L’Italie, ses finances et son développement économique depuis Vunification du 
royaume 1859-1884 (Paris, 1885), p. 957. 


around a fifth of the wine at this time. Fruit crops, particularly citrus, 
cotton, and, to a lesser extent, tobacco, were also more important in 
the South. Linen and hemp were produced primarily in the North. 
A survey of the animal population at the middle of the nineteenth 
century in Table 8 shows the very great superiority of the North in 
cattle of all kinds, while the South had somewhat more of the lighter 
draft animals, sheep and swine. Part of this difference may be due to 
soil characteristics imposing different draft requirements. Without 
more information a conclusion on the relative regional significance of 
livestock culture and use is difficult, but the North and Center appear 
to have more of the characteristics of intensive agriculture. 
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The Italian silk industry, based on silkworm culture in the rural 
areas, was the major source of foreign exchange earnings at mid- 
nineteenth century and was, in fact, called Italy’s “mine of gold.” 
Although in the 1850’s it began to suffer from diseases which reduced 
output, but raised prices, it remained the principal export for 
many years. It was more than an agricultural by-product; it was a 
major source of rural income which could readily be adapted to the 
varied activities of diversified farming. As Table 9 shows, the North 
had a strong advantage in this area. 


TABLE 7 


AVERAGE ANNUAL PRODUCTION, TRADE AND AVAILABILITIES 
OF CEREAL GRAINS BY REGIONS, 1855-1860 @ 


North Center South 

Agricultural Land Area in 

thousands of Hectares in 1952 8,410 5,559 11,780 
Population in thousands in 1861 11,142 4,106 9,768 
Wheat Production 

in thousands of hectoliters 11,008 5,961 18,851 
Corn Production 

in thousands of hectoliters 11,392 2,691 2,818 
Total Production, 

including minor grains 28,767 10,175 32,362 
Imports 4,681 13 
Exports 2,334 1,759 
Total Availabilities 41,289 30,616 
Per Capital Availabilities 27 3a 


&8C. Correnti and P. Maestri, Annuario statistico italiano (Turin, 1864), pp. 407, 419. 


TABLE 8 


AVERAGE ANNUAL ANIMAL POPULATION BY REGIONS, 1855-1860 @ 


Horses, Asses Sheep and 
Cattle and Mules Goats Swine 
(thousands of head) 
North and Center 2,906 531 4,017 1,512 
South 682 828 6,862 2,168 


8C. Correnti and P. Maestri, Annuario statistico italiano, p. 443. 


An over-all regional comparison of agricultural incomes is presented 
by Correnti and Maestri. The gross estimates seem to have been pre- 
pared by valuing the various types of output at some average price. 
The net estimate involves a subtraction for seed and, perhaps, other 
adjustments, but appears to have been computed consistently at 4o per 
cent of gross output. The estimating technique, though crude, probably 
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provides a reasonably reliable index for regional comparisons. These 
are presented in Table 10; two central states, Umbria and Marche 
are omitted, thus lowering the total and affecting the relative regional 
shares. The substantial advantage of the North is clear, however. 

The compilers of these estimates themselves warn that they are 
derived from a variety of sources of varying credibility. Nonetheless, 
its major conclusions deserve consideration. The North, with roughly 
45 per cent of total population and, perhaps, an even smaller share 
of rural population, appears to have 50 per cent of the gross income 
earned in agriculture. The agricultural product distributed among all 
the people in the South was only about 75 per cent of that in the 
North and about 77 per cent of that of the Center according to these 
figures. Though apparently behind in grain crop production, the North 
more than made up the difference by means of livestock and silk 
worms. The results are about the same if the comparison is made in 
terms of the per capita product of persons employed in agriculture 
using the occupational listings in the population census of 1861. 





TABLE 9 


REGIONAL DISTRIBUTION OF SILK PRODUCTION BY WEIGHT 


AND VALUE ® 
Weight Value 
(Thousands of (Thousands of 

Kilograms) Lire) 
North > 38,989 163,330 
(79.2%) (78.2%) 
Center 2,909 13,160 
(5.9%) (6.3%) 
South > 7,320 32,382 
(14.9%) (15.5%) 


®C. Correnti and P. Maestri, Annuario statistico italiano, pp. 449-50. 
b The island of Sardinia is included in the Kingdom of Sardinia. 


TABLE 10 


ESTIMATED AVERAGE ANNUAL AGRICULTURAL OUTPUT, 
GROSS AND NET, REGIONALLY DISTRIBUTED, 1855-1860 


Gross Net 
Output Output 
(millions of lire) 
North 1,418 (49.9%) 
Central 506 (17.8%) 
South 918 (32.3%) 
TOTAL 2,842 1,137 


®C. Correnti and P. Maestri, Annuario statistico italiano, p. 451. 
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Italian industry at mid-century cannot be described with even that 
limited scope and detail which could be provided for agriculture. 
Industry, both North and South, was for the most part small and 
scattered, producing a variety of products and distributing them locally 
or through traditional foreign trade channels. Our observations will 
be confined to particular sectors for which a general, but probably 
adequate, impression can be formed on the basis of the limited informa- 
tion available. 

Mining activity in Italy at the time of unification was small in 
volume, as shown by Table 11, and the most productive mines were 
concentrated in a few areas. Sulphur—by far the most important 
mineral product—was mined mainly on Sicily, which had at that time 
a virtual world monopoly. The average annual value of exports of 
sulphur, gray and refined, from 1862 to 1866 was about 33.5 million 
lire,’ which was, however, not much more than one tenth of the value 
of Italian silk exports at roughly the same time. Two thirds of the 
iron was mined on the island of Elba; most of the rest came from 
Lombardy and Piedmont. A small amount of the high-quality Elba 
iron ores was exported but imports, mostly for northern Italy, were 
four times as great. Lack of good coal has been and still is a major 
handicap to Italian development; of the limited existing coal supplies 
nearly all were found in North and Central Italy.’ 

Among manufactures, a picture can be obtained of the state of the 
iron and steel industry in Italy which is relatively good as compared 
to the information available for other industries. The report by F. 
Giordano, prepared for the naval ministry in 1864, covers the larger- 
scale enterprises. Total iron production of all types in Italy at that time 
was about 29,000 metric tons. Of this around 4o per cent was produced 
in Lombardy, at least 30 per cent in Tuscany, as much as 25 per cent 
in the Val d’Osta and the remainder in Calabria and in other small 
establishments scattered throughout the country. Iron imports into the 
North were also much larger than in the South. 

Another indication of the relative regional development of iron and 
iron-using industries in Italy at unification is the employment in me- 
chanical establishments—excluding handicraft workers—as shown in 
Table 12. The employment in metal-using industries in the South in 
1864 is much smaller than that in the North. The table also shows 


15, Correnti and P. Maestri, Annuario statistico italiano, 1864 (Turin, 1864), p. 231. 
16 F, Giordano, Industria del Ferro in Italia (Turin, 1864), p. 11. 
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TABLE II 


OUTPUT OF ITALIAN MINES IN 1868 ® 





Number 
Quantity Value of 

(Thousands of tons) (Thousands of lire) miners 

Iron 148.5 2,033.5 2,212 

Copper 16.1 1,593.6 2,412 

Lead and Silver 16.0 2,972.7 4,105 

Gold 0.1 235.6 642 

Mercury 7.6 57.0 288 
Zinc 5. 10.0 
Antimony I 50.0 
Nickel a 1.0 
Iron Pyrites 4.8 26.0 
Manganese 1.9 60.6 
Brown coal and peat 108.4 1,004.0 

Sulphur 181.3 20,059,8 21,000 
TOTAL 28,103.8 


&P, Maestri, L’Italia Economica nel 1868 (Florence, 1868), p. 225. 


clearly the higher geographical concentration of large metal-using 
firms within the South, where in each major region they were confined 
to one city. No other Italian city but Genoa had as many large firms as 
Naples, but outside Naples there were only two other cities in the 
South with metal-using firms prominent enough to be included in the 
compilation. 

Not much information can be added to the data of Table 12. Numer- 
ous small, artisan ironworking shops scattered widely through the 
country are not included in this compilation, and their quantitative 
importance cannot be definitely estimated. It is likely, however, that 
the South was quite backward in this crucial industry at the time of 
unification. The descriptive reports of iron-working in the South do 
not mention as many flourishing areas as the North. Raw materials 
were a problem in the North, but the South was even more deficient in 
domestic supplies of iron and coal, and was separated from foreign 
sources by a higher tariff. The large and advanced firms of Naples, 
frequently cited to demonstrate the development of the South, were 
controlled by foreign entrepreneurs—English, French, Swiss, and Ger- 
man, aided by court-conferred privileges. This seems to have been less 
true in the North, and suggests that the native southern industry was 
itself less capable of creating the type of firm considered necessary for 
more modern armaments and railroad equipment. Larger-scale estab- 
lishments were, at this time, the result of new entrepreneurial activity 
rather than simple growth in traditional patterns. Presumably, there- 
fore, productivity was higher in the larger firms. If their features in 
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other countries were true of Italy, such firms were also centers of labor 
training from which skilled workers emerged to seed other establish- 
ments. 

Information is available for the shipbuilding industry on the number 
and size of ships constructed in the various shipyards in 1867. In value 
terms shipbuilding was one of the important industries; the 1867 con- 
structien was valued at 22 million lire. Almost 60 per cent of the ships 
constructed were built along the coast of the continental South and 
Sicily and Sardinia. But by weight they amounted to less than 18 per 
cent of the total. Genoa was far and away the most important center 
of this industry; 60 per cent by weight of the annual production had 
its source there. Inferences about the pre-unification regional distribu- 
tion from 1867 data may be incorrect, however. The industry’s annual 
output almost quadrupled from 1860 to 1867 and major regional shifts 
might have taken place, though there is no reason for supposing they 
did.” 


TABLE 12 


EMPLOYMENT IN LARGE FIRMS IN METAL-USING 
INDUSTRIES IN ITALY IN 1864 % 


Workers Number 
Regions and Cities Number Per Cent of firms 
North 
Piedmont (Cuneo, Novara, Turin) 2,204 18.8 14 
Lombardy (Bergamo, Brescia, Como, Milan) 1,522 12.9 II 
Venice (Padua, Treviso, Venice, Verona) 1,250 10.6 6 
Liguria (Genoa) 2,255 19.2 7 
Emilia-Romagna (Bologna, Modena, Piacenza) 203 1.7 4 
TOTAL 7,434 63.2 42 
Central 
Tuscany (Florence, Livorno, Lucca, Siena) 1,147 9.7 8 
Umbria 120 1.0 2 
Marche (Ancona) 136 TZ 2 
Lazio (Civitavecchia) 400 3-4 I 
TOTAL 1,803 15.3 13 
South 
Campania (Naples) 2,225 18.9 7 
Sicily (Palermo) 275 23 I 
Sardinia (Cagliari) 40 33 I 
TOTAL 2,540 21.5 9 
All Italy 415977 100.0 64 


8F, Giordano, Industria del Ferro, pp. 354-73. Some rough estimates of employment were 
made when only information on equipment was given. Metal-using firms were listed only for 
the regions and provinces specified. Thus, there were no firm reported in Abruzzi, Puglia, 
Basilicata or Calabria. 


17 P, Maestri, L’Italia Economica nel 1868, p. 270. 
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The “mine of gold” of northern agriculture provided the raw ma- 
terial for silk spinning and weaving, which was probably the sector of 
Italian industry with highest value of output at the time of unification. 
The considerable exports and imports of silk at all stages of processing 
did not shift the overwhelming superiority of the North gained in 
production of the raw material. Table 13 gives the regional distribution 
of silk weaving and spinning production. 





TABLE 13 


SILK SPINNING AND WEAVING IN ITALY BY REGION, 1868 @ 


Quantity Value Quantity Value 
Per Cent Per Cent Per Cent Per Cent 
Thread Spun from Cocoons Gray Silk 
North 89.5 88.9 88.5 88.0 
Center > 7.7 8.0 8.4 8.7 
South 2.8 3.1 3.1 3-3 
TOTAL 17,159.0 84,752.3 1,116.6 101,446.7 
thousand thousand thousand thousand 
tons lire tons lire 


&P. Maestri, L’Italia Economica nel 1868, p. 192. 
b The Roman provinces, mainly Lazio, are omitted. 


There is less information available about the woolen industry. How- 
ever, not only the descriptive reports but the quantitative estimates in- 
dicate that the North had a very considerable superiority. The data on 
the distribution of animal population gives the South more than its 
proportion of sheep, but apparently somewhat more raw wool was 
imported than produced domestically, with most of the imports going 
to the North. Some data on the distribution of looms and their output 
are given in Table 14. 


TABLE 14 


REGIONAL DISTRIBUTION OF WOOLEN LOOMS AND WOOL 
AND LEATHER PRODUCTION IN 18674 


Value of 
Leather 
Value of Leather Production 
Number of Woolen Output Quantity (Thousands 
Woolen Looms (Thousands of lire) (Thousands of tons) of lire) 
North and 
Center 5,550 48.0 10,291 45.2 
Continental 
South 1,640 16.0 3,300 14.0 
Sicily 783 355 
TOTAL 7,190 64.0 14,374 62.7 


8P. Maestri, L’Italia Economica nel 1868, p. 199. 
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The leather industry, from the available data, shows a similar con- 
centration in the North. Table 14 gives some data for 1867. 

For the cotton textile industry there are only scattered reports of 
establishments in different regions. The same is true of linen and hemp, 
except that the latter industry is generally spoken of as being concen- 
trated in the North. 

Evaluation of the relative positions of North and South at time of 
unification becomes more difficult for industries for which raw material 
supplies were less specific, and outputs less homogeneous and more 
scattered. There is no doubt that a variety of products was produced 
throughout the peninsula in the middle of the nineteenth century, 
for example, gloves, glass, paper, chemicals, locomotives and firearms. 
Listing these products and the locations of their production conveys 
an impression of variety but no idea of relative significance. Without 
more basic information there is no way to compare the significance of 
the concentration of glove-making in Naples with that of glass in 
Venice. It does not seem possible to resolve the problem of lack of data 
for many sectors, especially those characterized by small and widely 
dispersed firms. For a few crucial sectors, however, the information is 
relatively complete. 


Ill 


Given the nature of the data, the conclusions to be drawn must 
inevitably depend to a degree on individual judgment. We cannot add 
up aggregate regional incomes and compare them on a per capita basis, 
but must balance the disparate types of evidence as best we can. With 
only one exception, the bits of evidence point to a clear superiority of 
the North over the South at the time of unification in terms of per 
capita output and income. The South had some superiority in wheat 
and fruit, the North in cattle and the highly lucrative silkworm cul- 
ture. In industry the South did not approach the North in development 
in any of those particular sectors for which data were available. In social 
overhead capital—roads, railroads and educational level of the labor 
force—the North was strikingly better off. 

The one piece of evidence favoring the South is the showing of the 
occupational censuses at the time of unification. Not only for 1861, 
but as late as 1881 these still showed a larger percentage of the popula- 
tion employed in “industry” in the South than in the North. Perhaps, 
however, this “proves” too much. Not only is it at odds with the other 








« 
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information for pre-unification years, but also with the increasingly 
clear indications of the relative economic advancement of the North 
in the 1870’s and 1880’s. The data from this type of census in 1911 dis- 
agree strikingly with the results of the first industrial census taken in 
the same year. The many contemporary criticisms of its procedure also 
raise doubts. Still, it gives a consistent twenty-year picture and cannot 
be explained away in a completely satisfactory manner. 

It is difficult to put a summary number to the qualitative and quanti- 
tative differences observed in the separate sectors. The North had at least 
a 20 per cent margin over the South in the per capita product in agri- 
culture. The margins in the manufacturing and transport sectors were 
probably greater, but these sectors were relatively small. In other, less 
important sectors, the regional differences were probably very small. 
On the whole, a difference in per capita income between North and 
South of between 15 and 25 per cent seems plausible. 

With respect to the relative abilities of the different regions to under- 
take development, a priori reasoning would lead to greater expectations 
for the North. The data on social overhead capital and on types as well 
as amounts of agriculture and industrial production suggest that the 
transformation from traditional to modern ways of life was well started 
in the North and hardly begun in the South. The North also had the 
advantage of producing in silk a substantial earner of foreign exchange. 
The North also appears in the literature to score higher than the South 





- in terms of the spirit and expectations of the times, while with few 


exceptions most of the South appears as a backwater. In the North by 
1860 economic change seems to have been spreading slowly, but with 
sureness, through the country-side as well as the cities. 


iV 


By the early twentieth century, northern Italy’s centers of manufac- 
turing produced a wide range of factory goods with modern organiza- 
tion and techniques. Some sectors—autos and certain types of chemical 
production—compared in the brilliance of their technology with the 
world’s best. Agriculture in the North had also changed; much larger 
amounts of equipment and fertilizer were used, and the volume and 
pattern of output had improved. Backwaters in the North continued to 
exist—remote valleys, lowland centers of agricultural depression, mea- 
ger hilltop towns and much slow and inefficient production in agricul- 
ture and industry. But great and widespread economic changes had 
occurred. 
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The exc-ption in the North, however, was the rule in the South, 
though it was much less backward than it had been at the time of uni- 
fication fifty years before. New industrial activity and agricultural 
improvement had taken place. Transport facilities had greatly im- 
proved, cities had grown, internal labor mobility had increased. But 
the region was still a backwater, in touch with the rapid changes oc- 
curring elsewhere, but changing only slowly itself. Almost half the 
new generation had left for the North or foreign countries. 

Political unification had not reduced the economic gap between 
North and South, although it may have reduced the rate at which it 
widened. The entire experience requires explanation and may suggest 
general lessons to be drawn for economic development and national 
policy. The first task is to determine as well as possible the pattern of 
national development in the fifty years after unification. Against this 
pattern, differences in the development of the regions can be more 
clearly perceived. 

Italy is relatively well endowed with statistical information on its 
critical growth period, though income and output series by region and 
sector are generally lacking. For aggregate output from 1881 to 1913, 
three major sources of information must be examined critically and 
reconciled. Over-all economic changes between 1860 and 1881, for 
which less data are available, can be discussed best after the sources are 
established in examination of the later period. The official Istituto 
Centrale di Statistica (ISTAT) has recently published a Statistical Study 
on the Development of the National Income of Italy from 1861 to 
1956,° with annual gross and net output series in current prices for 
major sectors, and in constant prices for a few broad sectors. A private 
net product series and indices of agricultural and industrial output in- 
dependently calculated by Silvio Golzio are also available starting with 
1881.’° An excellent index of industrial output for the period from 1881 
to 1913 has been constructed by A. Gerschenkron.” Two older industrial 
output series ** and a number of scattered estimates of annual income 


18 Annali di Statistica, Anno 86, Serie VIII, Vol. 9 (Rome, 1957). This is, by far, the 
richest single source of historical economic information now available for Italy. 

19 §. Golzio, Sulla misura delle variazioni del reddito nazionale Italiano (Turin, 1951). 

20 A, Gerschenkron, ‘Notes on the Rate of Industrial Growth in Italy, 1881-1913,” The 
Journal of Economic History, XV, No. 4 (December 1955), 360-75, and “Description of an 
Index of Italian Industrial Output, 1881-1913,” unpublished manuscript. 

21 Jean Dessirier, Bulletin de la Statistique Generale de la France, XVIUII:1 (October— 
December 1928), 65-110, and G. Tagliacarne in Rapporto della Commissione Economica 
presentato all’ Assemblea Costituente, L’Industria, I. Relazione, Vol. 2 (Rome, 1947), Ministero 
per la Costituente. 
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and national wealth for various years from 1860 also exist.” These ag- 
gregate indicators of economic activity which have been constructed for 
Italy do not tell a uniform story. A careful examination is required to 
expose and evaluate the differences. 

The Golzio and ISTAT net product series, Chart 1, show somewhat 
different patterns for the period in which they overlap. According to 
Golzio, net output of the Italian economy grew at an average annual 
compound rate of 2.05 per cent from 1881 to 1911-1915, and net output 
per capita grew at 1.38 per cent per annum. The ISTAT series shows 
an aggregate growth rate of about 1.7 per cent and a per capita growth 
rate of less than 1 per cent. A major source of the difference lies in the 
strikingly low Golzio estimate for 1881, and a decline in the early 
1890's which has no counterpart in the ISTAT series. Otherwise, when 
the period 1881-1885 is taken as the basis for comparison, the two series 
show virtually identical rates over the next thirty years. 





CHART | 


TWO SERIES OF TOTAL AND PER CAPITA NET NATIONAL PRODUCT (1938 
PRICES) IN ITALY. 
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22See F. Coppola d’Anna, Popolazione, reddito e finanze publiche dell’ltalia, dal 1860 
ad oggi (Rome, 1946). 
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The differences between the ISTAT and Golzio national output 
estimates result from differences in the estimates in the major sectors: 
agriculture, industry and tertiary services (Chart 2). In each sector, the 
Golzio estimate is lower than the ISTAT estimate in 1881 and grows 
more rapidly during the 1880's. The subseries, particularly those for 
industry, diverge less after 1890, though the Golzio series is more 
variable. The Golzio series’ decline in the early 1890’s shows up in the 
ISTAT series as only a slowing of the rate of growth in all sectors. 


CHART 2 
TOTAL AND SECTORAL OUTPUTS IN 1938 PRICES. 
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Agriculture has the slowest growth rate of the three sectors according 
to both sets of data. The ISTAT series shows a period of twenty years, 
from 1876-1880 to 1896-1901, when agricultural output was virtually 
unchanged; in the Golzio estimates this stagnation begins five years 
later and recurs after 1903. From the detail of the ISTAT sources, the 
behavior of the agricultural sector as a whole appears to be characteris- 
tic of the separate products. 
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For the industrial sector the Golzio and ISTAT studies offer some 
detail, and we have the valuable independent study by A. Gerschenk- 
ron.” The three sets of indices are plotted in Chart 3. A visual inspec- 





CHART 3 
THREE SERIES OF INDUSTRIAL PRODUCTION FOR ITALY. 
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tion shows more agreement between Golzio and Gerschenkron than 
between either of these two and the ISTAT series. Gerschenkron has 
distinguished four subperiods as follows: 


Period Percentage Rate of Growth 
1) 1881-1888 4.6 
2) 1888-1896 0.3 
3) 1896-1908 6.7 
4) 1908-1913 2.4 


The major subsector series for the industrial output index prepared by 
Gerschenkron (Table 15) show some interesting details. The sectors 
with rates of growth above the average during the periods of rapid 
growth according to the Gerschenkron calculations are chemicals, 
metal-making “ and engineering. The role of such primary industries 
in a country notably lacking in raw materials is particularly interesting. 


23 Neither Golzio nor the ISTAT survey furnishes basic data for the separate industries used 
to construct the indices, while all such information is provided by Gerschenkron. For this 
reason, and because of their intrinsic merit, Gerschenkron’s calculations are used here as the 
reference against which other series are compared. 

24 This sector includes both ferrous and non-ferrous metals production. 
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The chemical sector series is an index of the output of sulphuric acid 
based mainly on the Sicilian deposits. Since exports expanded relatively 
little, the growth in this sector indicates increasing domestic usage. 
Steel output was the fastest growing component of the metal-making 
series and required increasing imports of scrap and pig iron. The en- 
gineering sector index was developed by Gerschenkron as a residual 
estimate of iron and steel left after allowing for consumption of rail- 
road rails and related products. Cotton production also grew more 
rapidly than the industrial series as a whole until 1907 and, in general, 
more steadily, though the textile sector index as a whole had a relatively 
low growth because of stagnation in silk production. 

In the first period, 1881-1888, the Golzio and Gerschenkron aggre- 
gate indices rise more or less together, while the ISTAT index remains 
almost stationary. This divergence is also present in most of the com- 
ponent series of the three indices. The differences in the textile subseries 
are particularly striking. ISTAT’s textile index declines by 14 per cent 
from 1881 to 1886-1890, while the Gerschenkron and Golzio indices 
are increasing by 34 per cent and 47 per cent respectively. A very sim- 
ilar difference in behavior shows up in the chemical and engineering 
series for the same period and, to a lesser extent, in the metal-making 
series. These differences account for most of the divergences mentioned 
above in the aggregate series for the period 1881 to 1886-1890. 

After 1886-1890 the separate series correspond more closely, with the 
Gerschenkron series often more buoyant than the other two. This is 
especially true in metal-making, where the differences account for 
many of the discrepancies in the aggregate indices. Inspection of the 
Golzio series not included in the Gerschenkron index brings to light 
some sectors which played leading roles in the rapid growth at the 
turn of the century: paper, rubber, electric energy and, for a short time, 
naval construction. 

There are occasionally direct contradictions among the three series. 
For example, from 1906-1910 to 1911-1915, mining output increased 
substantially according to the ISTAT and Golzio series, but very 
slightly according to Gerschenkron. Foodstuff production, in the same 
period, increased substantially according to the ISTAT and Gerschenk- 
ron series, but declined according to Golzio. The ISTAT textile series 
from 1901-1905 to 1911-1915 shows a steady increase totalling 61 per 
cent, while the Gerschenkron and Golzio indices moved up and then 
down for a net increase of only 11 per cent and 25 per cent, respectively. 
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TABLE 15 ® 


AVERAGE ANNUAL RATES OF GROWTH IN THE SIX INDEX INDUSTRIES > 


Period 
1881-1888 1888-1896 1881-1891 1891-1896 1896-1908 1908-1913 1881-1913 
Mining 0.0 1.30 0.7 0.8 1.8 0.0 1.0 
Metal-making 22.50 —3.24 12.6 -0.5 12.4 6.1 9.3 
Textiles 4.40 3.20 2.4 5.2 3.5 -1.2 2.5 
Engineering 9.20 ~-7.40 0.0 0.0 12.2 2.0 4-7 
Foodstuffs 0.9 0.0 1.1 0.9 5.5 5.5 250 
Chemicals 15.1 9-4 12.0 11.8 13.7 4.8 11,3 
Aggregate 4.6 0.3 at 2.5 6.7 2.4 3.8 


Computed on a compound basis using the first and last years of the periods specified. 
b A. Gerschenkron, Description of an Index, pp. 58-59. 


Neither the Golzio nor ISTAT publications give basic data on the 
components or the construction of their indices.” In such circumstances 
the most weight must be given to the series whose detailed composition 
we know and whose construction can be completely followed. 

For the period from unification to 1880, when the Golzio and Ger- 
schenkron indices begin, only the ISTAT series is available, supple- 
mented by bits of data from original sources. In agriculture ISTAT 
shows an average annual increase in value added from 1861-1865 to 
1881 in current prices of 1.96 per cent. Food and industrial field crops 
production, also in current prices, increased by 62 per cent in the ten 
years from 1861-1865 to 1871-1875; forest crops and livestock produc- 
tion behave similarly. Price deflation by ISTAT on the total output 
series removes much of these increases. However, physical output 
figures which are available from other sources suggest that the deflation 
may be excessive.”* For the first ten or twelve years after Italian unity 


25 Since the ISTAT series contradicts results of previous studies, it is particularly unfortunate 
that ISTAT did not assemble and publish basic price and production data. A compilation of 
such data would have provided a much-needed tool for students of Italian economic history. 

26 Wheat production, which averaged almost 36 million hectoliters from 1885 to 1860, 
rose to an average of 51 million hectoliters for the period 1870-1874 and averaged 45.5 million 
hectoliters from 1879 to 1883. Corn production, on the other hand, almost doubled from 
1855-1860 to 1870-1874; the average output then fell about 5 per cent to the 1879-1883 
average. Rice production grew rapidly over these years: from a 1.4 million-hectoliter average 
in 1855-1860 to a 3.8 million-hectoliter average from 1870-1874 and a 7.3 million average 
from 1879-1883. Measured in hundreds of pieces of fruit, the citrus crop increased by 
almost 50 per cent from the average output of 1870-1875 to the average for the period from 
1879 to 1883. Wine production grew from an average 24.3 million hectoliters in 1855-1860 
to a 27.6 million average for 1870-1874 and a 36.8 million-hectoliter average for the period 
1879-1883. Olive oil output rose from a 1.6 million-hectoliter average over the period 1855- 
1860 to a 3.3 million-liter average from 1870-1875 with no further change in the average 
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was achieved, agricultural output of some types increased at least as 
rapidly as at any later time. The 1870’s were a period of mixed behavior; 
the growth in output, if there was any, must have been at a much lower 
rate. 

For industry the ISTAT data also show only slow over-all growth 
for the first ten or twelve years after unification, at about 1.7 per cent 
per year; this growth slowed in the 1870’s and then picked up in the 
1880's. From the limited data otherwise available, the impression of a 
downward bias in the ISTAT series again emerges. Sulphur produc- 
tion increased by almost 240 per cent between 1860 and 1881.” Iron 
ore output increased rapidly during the same period though suffering a 
setback in the late 1860's; by 1881 it was 500 per cent of the 1861 
output. Production of lead and zinc ores increased about 250 per cent 
to 1881 and copper ore output by 160 per cent.”* The mining industry 
may also have grown more rapidly in the first twenty years after uni- 
fication than at any succeeding time in the century. The 29,000 tons 
of iron produced in the early 1860’s grew by almost 220 per cent to 
95,000 tons in 1881. Steel production, which in 1864 was around 650 
tons, reached 3,600 tons by 1881.” Net cotton imports, the basis for 
Gerschenkron’s cotton textile index, more than doubled during the 
1870's after the depressed previous decade. Gray silk output doubled 
from 1865 to 1871, then fell off again in the 1870's. 

Increased use of machinery and steam power after unification is con- 
firmed in many sources, and there was a vast expansion in railroad 
construction; Italian railroad mileage in 1881 was three and a half times 
that in 1861. This suggests strongly that the domestic engineering in- 
dustry was also expanding in the years immediately after Italian uni- 
fication. Ship construction expanded steadily from 18,290 tons in 1861 
to 96,010 tons in 1869; by 1875 it was down to 88,000 tons and fell 
drastically in the 1880’s.*° Though one of Italy’s major industries in the 





output for 1879-1883. In livestock raising from an average of 3.6 million during 1855-1860, 
the number of cows grew to a 4.8 million in 1881. For the 1855-1860 period see C. Correnti 
and P. Maestri, Annuario Statistico Italiano, 1864 (Turin, 1865), pp. 407-8; for the 1870- 
1875 and 1879-1883 periods, Annuatio Statistico Italiano for 1889 and 1890. 

27E. Corbino, Annali dell’Economia Italiana, 1861-1870, p. 72. 

28E, Corbino, Annali dell’Economia Italiana, 1861-1870, p. 74; P. Maestri, L’Italia 
Economica nel 1868, p. 225; Annuario Statistico Italiano (Rome, 1900), p. 478; V. Ellena, 
La Statistica di alcune industrie italiane, Annali di Statistica, ser. 2, Vol. 13 (Rome, 1880), 136. 

29 Statistica Industriale, Rassunto delle notizie sulle condizioni industriale del Regno, Parte 1 
(Rome, 1906). 

30 Annuario Statistico Italiano (Rome, 1886), pp. clxxxviii, 327. 
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1870's, ship construction did not grow in the last quarter of the nine- 
teenth century. 

The scattered and limited data for 1861-1881, and particularly for the 
1860's, do not suggest economic stagnation. Mining and naval construc- 
tion growth was at a higher rate than for succeeding “growth years” 
distinguished by Gerschenkron. Cotton textiles and metallurgy seem 
to show slow but accelerating growth, and substantial growth in agri- 
cultural output in the 1860’s probably occurred. The ISTAT series, 
which shows little if any growth in the twenty years after unification, 
thus appears to have a downward bias. 


V 


Investigation of the regional growth patterns in the fifty years after 
unification must be based on indirect and partial evidence. One imper- 
fect general indicator of regional activity available for the period 1872- 
1885, the volume of freight carried on the major railway lines—shows 
substantial interregional differences. During the fourteen-year period, 
freight haulage expanded in the Center region by almost 250 per cent, 
in the North by 230 per cent and in the South by 175 per cent.** This 
evidence is even more significant when it is noted that new railroad 
construction was actually greatest in the South in this period and least 
in the Center.” 

In agriculture, the scattered and discontinuous data present a reason- 
ably consistent picture. For the first fifteen years after unification the 
increase in output of all the major crops in both the South and Center 
exceeded that in the North. In the early 1880’s cereals production de- 
clined sharply outside the North, wine and olive oil output expanded 
substantially in the South. The years 1896-1898 show further general 
declines in agricultural output which, however, were more severe in 
the South than elsewhere. All the regions benefited from the expansion 
in agriculture after the turn of the century, but in the North, output 
continued to perform better than in the other two regions, and in 
the Center better than in the South. Comparing gross agricultural 
production in 1911 with that just before unification, the expansion in 
the North was 295 per cent, in the Center 262 per cent and in the 


81 Annuario Statistico Italiano (Rome, 1897), p. 217. 

32 Annuario Statistico Italiano (Rome, 1878), Parte II, 86a—89a; Annuario Statistico 
Italiano (Rome, 1884), p. 654; Annuario Statistico Italiano (Rome, 1886), pp. 408-9; 
Annuario Statistico Italiano (Rome, 1911), p. 185. 
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South 228 per cent. Over the entire fifty-year period the South did 
better than the North in such major items as corn, wine and olive oil 
production but most of that growth was in the first fifteen years. 
Though the information is not complete, agriculture appears to have 
grown fastest and most steadily in the North and least in the South.” 

Continuous indicators of regional industrial growth are almost com- 
pletely lacking, forcing reliance on partial and incomplete data. The 
results of two industrial surveys in 1877 and 1903 and the first industrial 
census of 1911 are available (Table 16). Each investigation was made 
on a different basis and presumably with different degrees of accuracy. 
According to the industrial studies the relative position of the North 
declined in the first forty or so years after unification and then im- 
proved substantially in the next eight years. Separate information on 
employment in mining is consistent with Table 16.°* The data for 1911 
from the first industrial census show a much larger proportion of 
miners in the North and Center than previous information. 


TABLE 16 


DISTRIBUTION OF INDUSTRIAL EMPLOYMENT AND INSTALLED HORSEPOWER 


18774 1903 » 1911 ¢ 
Industrial Installed Industrial Installed Industrial No. of 
Employment Horsepower Employment Horsepower Employment Firms 
(By Per Cent) 

North 78.0 61.5 54.8 60.7 64.1 49.2 
Center 10.6 10.3 22.3 2243 14.9 18.4 
South 11.4 28.2 22.9 17.0 21.0 32.4 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 


2V. Ellena, La Statistica di alcune industrie italiane, p. 35. 

b Direzione Generale della Statistica, Statistica Industriale, Riassunto delle Notizie sulle Con- 
dizione Industriali del Regno, Parte II (Rome, 1905), pp. 394-97. 

© Annuario Statistico Italiano (Rome, 1913), pp. 154-55. 


Merchant ship construction was always concentrated in the North, 
but this concentration was reduced in the 1880’s, which were, however, 
a depressed period for the industry. When the output of this sector ex- 


33C, Correnti and P. Maestri, Annuario Statistico Italiano, p. 231; Annuario Statistico 
Italiano (Rome, 1911), p. 102; Annuario Statistico Italiano (Rome, 1889), pp. 631-33; 
Annuario Statistico Italiano (Rome, 1900), p. 396; Annuario Statistico Italiano (Rome, 
1905-07), Vol. 1, 400-2. 

34 Annuario Statistico Italiano (Rome, 1881), pp. 623-24; Annuario Statistico Italiano 
(Rome, 1884), p. 95; Annuario Statistico Italiano (Rome, 1886), pp. 826-27; Statistica 
Industriale (1906), pp. 5-9; Annuario Statistico Italiano (Rome, 1912), pp. 112-13. 
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panded again after 1900, the North regained its share of the market.* 
The textile industry was likewise concentrated in the North and, on the 
basis of limited statistics on employment and numbers of looms, appears 
to have grown most rapidly there while stagnating in the South.** The 
bits of information available on the many, varied smaller industries do 
not reveal any striking regional developments. 

Unfortunately for the interpreter, these regional data do not show 
any profound and unmistakable trends over the period considered. 
Therefore, our conclusions must remain tentative. For the first twenty 
years or so after unification, much of the evidence suggests that the 
Center experienced an economic growth which in some sectors ex- 
ceeded and in others equalled the growth in the North. Except in agri- 
culture, the South apparently did not keep pace with either the Center 
or the North in this early period. However, the data also suggest an 
accentuation of regional divergences in the last decades of the nine- 
teenth century and after, with the South lagging furthest behind. 

With this hypothesis in mind it is useful to examine again the data of 
Table 1 giving the regional occupational distributions from population 
censuses. Putting aside the 1861 Census, which omits Rome and the 
provinces held by the Church, the data appear, with one exception, to 
confirm the impressions of the relative regional development. The 
working force in industry in the North grew continuously from 1861 
to 1915; growth in the Center and South was more erratic. The in- 
dustrial working force in the Center grew faster than in the North 
from 1871 to 1881, and also—although to a lesser degree—from 1901 to 
1911. The biggest discrepancy between the data of Table 1 and other 
information is in the 1881 data for agriculture and industry in the 
South. They suggest a remarkable, and completely transitory, industrial 
development which, moreover, has not been borne out by any other 
information which could be found. If the 1881 data for the South are 
put aside, the rest of the information for the South up to 1911 is at least 
broadly consistent with our hypothesis. 





35 P. Maestri, L’Italia Economica nel 1868 (Florence, 1868), p. 270; L’Italia Economica nel 
1869 (Florence, 1870), p. 262; L’Italia Economica nel 1870 (Florence, 1871), p. 250; 
Annuario Statistico Italiano (Rome, 1886), pp. clxxxviii, 327; Annuario Statistico Italiano 
(Rome, 1889), p. 514; Annuario Statistico Italiano (Rome, 1905-07), p. 636; Annuario 
Statistico Italiano (Rome, 1912), p. 1723 Statistico Industriale, pp. 14-15. 

36 P. Maestri, L’Italia Economica nel 1867 (Florence, 1868), p. 199; L’Italia Economica nel 
1868 (Florence, 1869), p. 192; V. Ellena, “La Statistica di Alcune Industria Italiana,” p. 41; 
Riassunto delle Notizie sulle Condizione Industriali del Regno, pp. 72-75, 77-79; Annuario 
Statistico Italiano (Rome, 1881), p. 612; Annuario Statistico Italiano (Rome, 1905-07), p. 4533 
Annuario Statistico Italiano (Rome, 1913), pp. 156-61. 
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VI 


The data on the sectors and regions of the Italian economy examined 
in this article throw a little light in two directions. First, certain meas- 
ures and general propositions relating to economic development may be 
examined from them. Second, some reasons may be suggested, speci- 
fically for the growing economic differences between North and South 
between 1860 and 1914. 

In the first category is the relation between the rate of investment and 
the rate of growth. Table 17 indicates a net investment rate higher 
during each of the Gerschenkron-Golzio growth periods than in the 
stagnant years of the early 1880’s and 1890's. Only at the end of the first 
decade of this century do net domestic investment rates become sub- 
stantial by modern standards; a lack of dependence on foreign invest- 
ment is suggested by the fact that the years of most rapid growth were 
also years of net exports. The incremental capital-output ratio implied 
by these figures fell during the period of most rapid growth, and was 
highest just before moderate growth began in the 1880's after a period 
of stagnation. It was relatively high during the moderate growth in 
the late 1880’s and tended to be low in other periods when growth was 
relatively low. 

The distribution of investment among sectors—a crucial factor in 
many theories of growth—is shown in Table 18.*° The connection be- 
tween changes in the direction of investment and the incremental cap- 
ital-output ratio is not always clear. During the period from 1885 to 
1895, when output was stagnating, the proportion of total investment 
going into housing and public works was relatively high, and the 
capital-output ratio was also relatively high. In the succeeding ten-year 
period when growth was relatively high and the capital-output ratio 
was low, the proportion of total investment in housing and public 
works had fallen and the proportion in plant and equipment had risen. 
This behavior is.consistent with the hypothesis that underdeveloped 
areas must provide a “social overhead capital” base before rapid growth 
through industrialization can take place. It is less apparent that this 
process was operative in the preceding growth period of the early 


37 The distribution of investment has two somewhat surprising features. One is the fact 
that amortization is a larger part of the total than is usual in advanced countries. The other 
is the high rate which inventory accumulation reached in the fifteen years after unification, a 
rate achieved only once again in the fifty-year period. 
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1880's, but the early national period was certainly one of great pub- 
lic works construction. The data are also consistent with the hypothesis 
that industrialization is the high road to rapid economic growth. Of 
course, the two hypotheses are not necessarily inconsistent and, in this 
case, it is impossible to choose between them. In the detailed pattern 
of investment some general trends are clear. The first two periods of 
relatively rapid over-all expansion identified by Gerschenkron and 
Golzio, the 1880’s and the late 1890’s to 1908, were periods of a high rate 
of railroad construction; the last period of moderate growth was not. 
The high level of construction in the 1860’s tends to confirm that this 
was also a period of at least moderate growth. Both absolutely and 
relatively, the South had the largest increase in railroad mileage in 
the fifty-year period. By 1909, rail mileage in the South was within a 
few per cent of that of the North both in total length and relative to 
the land area. The pattern of railroad construction in the Center is 
consistent with those explanations of economic growth which give 
causal significance to social overhead capital facilities, but the data for 
the South do not give any support to that type of hypothesis. 


Tasle 18 


TOTAL GROSS INVESTMENT AND ITS SECTORAL DISTRIBUTION ® 


Per Cent of Gross Investment Gross 

Plant and Total Investment 

Housing Public Works Equipment Inventory Amortization (millions of 

lire) 

1861-1865 17.3 30.8 41.7 10.3 54.4 4,132 
1866-1870 16.5 20.5 41.8 21.2 51.5 4,781 
1871-1875 15.8 18.9 48.1 17.3 58.7 4,672 
1876-1880 21.4 16.8 65.3 —3.5 60.5 4,780 
1881-1885 23.9 24.9 60.3 —9.2 54.2 5,924 
1886-1890 18.9 26.8 52.2 2.1 49.2 75374 
1891-1895 18.3 26.2 56.4 — 8 66.2 5,664 
1896-1900 21.9 12.8 62.5 2.9 63.5 6,197 
I90I-1905 19.9 9.1 53-6 17.4 49.3 9,900 
1906-1910 14.7 a5 72.0 5.7 41.4 14,688 
IQII-1915 Ti. 12.4 73-9 23 52.2 13,877 


8ISTAT, Annali di Statistica, pp. 270-71. 


The general effects of tariffs are difficult to isolate in the historical 
data. The tariff placed on wheat in 1887 had become by 1895 among 
the highest in Europe.** This accounts in part for the fact that in the 
18g0’s, in the bad harvest years of 1892, 1894-1895 and 1897, wheat 


38 Industrial Growth in Italy, p. 368. 
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imports did not rise enough to maintain per capita consumption at 
levels reached under similar conditions in the 1880's, although per 
capita income was higher.*® The effects of the industrial tariffs are more 
difficult to ascertain. Gerschenkron argues that the textile industry 
should not have been protected since it was an “old industry with a 
moderate rate of modern technological progress and accordingly rela- 
tively limited possibilities in a backward country on the European 
continent.” “° Yet according to his own data, textiles were at times a 
rapidly growing sector supporting the over-all expansion. Over the 
entire period covered by his index the growth rate of the aggregate 
index was 3.8 per cent; that of the cotton textile index was 5.82 per cent. 
Gerschenkron also argues that protection of the iron and steel industry 
was also mistaken. Yet its growth rates were higher than the average 
during the periods of “upsurge,” and at the turn of the century the rela- 
tive input of domestic ores actually increased. The engineering and 
chemical industries were not protected and grew faster than the in- 
dustrial average during the periods of rapid growth as well as over 
the entire period covered by Gerschenkron’s index. Only if one argues 
that the protected industries and the unprotected industries together 
would, on balance, have done even better without protection can one 
assert that protection hindered Italian development. 

The regional effects of the tariff structure were not uniform, but some 
balancing factors appear. Southern industry may have been checked 
by exposure to northern and foreign competition with the substitution 
of the lower Piedmont tariffs after unification. Southern industry was 
not large, however, and the argument implies it was relatively inefh- 
cient. Southern agriculture was probably stimulated immediately after 
unification with freer access to northern markets. Lower tariffs on 
manufactures must have benefited the non-manufacturing sectors, 
including agriculture, as did the later wheat tariffs. The structure of 
the tariffs does not appear on the whole to have been less favorable to 
the development of the South than the North. 

The regional effects of government fiscal policy, which have been 
cited as most favorable to the North after unification, cannot be ascer- 
tained clearly. The data of Table 19 of F. S. Nitti are not conclusive. 
Other information, such as that on road construction, shows that in the 

39 Annuario Statistico Italiano (Rome, 1881), p. 46; Annuario Statistico Italiano (Rome, 


1905-07), p. 499; Annuario Statistico Italiano (Rome, 1911), p. 144. 
40 A. Gerschenkron, “Industrial Growth in Italy,” p. 369. 
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decade after unification state expenditures on roads in the South were 
three times the amount spent in the North.* 


TABLE 19 


EXPENDITURE OF THE STATE FOR EACH TEN LIRE OF TAX (1909) # 


North 
Piedmont 8.49 
Liguria 13.49 
Lombardy 8.32 
Venetia 7.50 
Emilia and Romagna 6.48 

Center 
Tuscany 9.97 
Marche 7.57 
Umbria 5.97 
Lazio 12.02 
Abruzzi and Molise 4.82 

South 
Campagna 8.78 
Puglia 4.35 
Basilicata 4.72 
Calabria 6.07 
Sicilia 8.00 
Sardinia 8.10 


aF, S. Nitti, Nord e Sud, pp. 59, 63, 81. 


What is left, then, to explain the unsatisfactory over-all performance 
of the Italian economy in the nineteenth century and the much slower 
development of its southern provinces? We have no measure of regional 
income and output, but such regional data as we do have suggest quite 
different regional growth rates. The North, which did better than the 
country as a whole, probably showed appreciable development, while 
the South, with growth below the national average, may hardly have 
maintained per capita income. 

A plausible explanation suggested by the available evidence would 
run in terms of original differences in development at the time of uni- 
fication and differences in the agricultural base of the two regions. We 
have shown that the economic level of the North was distinctly and 
significantly above that of the South at the time of unification, in its 
agricultural, industrial, and transportation sectors. With different ini- 
tial conditions it is not surprising that the disparities increased rather 

41L, Bodio, L’Italia Economica nel 1873, pp. 120-33. Other data which would make 


it possible to check further the significance of the regional allocation of funds by the national 
government and the regional development of social overhead capital are not available. 
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than diminished. Though the South started with a disadvantage in 
industry, the major difference discernible in the data lay in the agricul- 
tural sectors, which composed 50 to 60 per cent of the regional econo- 
mies. Northern agriculture expanded continually during the last of 
the nineteenth century. Although silk production became a relatively 
less important foreign exchange earner, increased output of foodstuffs 
substituted for food imports. Southern agriculture never provided the 
surpluses in large enough amounts to make significant growth possible, 
either by industrial or agricultural investment or as a growing source 
of demand for manufactured products. Even in land improvement, the 
concentrated land ownership in the South did not produce significant 
savings and regional investment. The disparity in this respect, shown 
in Table 20, indicates one reason for differences in agricultural develop- 
ment. 





TABLE 20 
RESULTS OF LAND IMPROVEMENT LAWS: 19158 


Area Effectively Improved 


in Hectares 
North 328,669 
Center 1,660 
South 2,362 
TOTAL 332,691 


8“T Problemi della Bonifiea,” Rapporto della Commissione Economica, Agricultura, I 
Relazione, Ministero per la Costituente (Rome, 1947), p. 342. 


In per capita wheat production, for example, the North did much 
better than the Center or the South; in fact, only the North had an 
upward trend from the 1870’s to the 18go’s. Since national per capita 
consumption of wheat was rising over this period, it is not likely that 
there was enough substitution of other foods in the southern diet to 
offset completely the lack of growth in wheat production.” If southern 
per capita consumption equalled or exceeded the national average, the 
South was becoming less and less self-sufficient in wheat. Even if per 
capita consumption was only maintained in the South, the data sug- 
gest that, at best, less and less saving could have been made available 


42 The sharp increases in domestic production at the turn of the century are easily associated 
with the very large increase in the use of fertilizers which took place at that time. 


Italian Economic Development 317 





from agriculture and that there was no per capita increase in effective 
demand for non-agricultural products.” 

It would thus appear that the agricultural sector of South Italy in 
the last of the nineteenth century did not provide a basis of consump- 
tion and saving necessary to produce or attract industrial investment. 
Since the region was too close to the margin of subsistence to require 
transport for food surpluses in significant quantity, the extensive road 
and railway construction after unification must have had relatively 
little impact. The failure of northern or foreign industry to move into 
the South remains to be explained, but little direct evidence can be 
adduced. Southern partisans claimed that the South was discriminated 
against in the location of technical schools; certainly engineering and 
labor skills were more plentiful in the North. But idfferentials in this 
respect antedate unification,** and from its old and well-established 
silk industry the North inherited a sizable trained labor group. The 
nineteenth century was a time of extraordinary emigration, generally 
heavier in the South, where at some times and places it exceeded the 
natural increase in population. The concentration of emigrants in the 
younger, productive ages left the South with a working force of deteri- 
orating quality. 

South Italy had relatively cheap labor, adequate rail transport, and 
was at no disadvantage relative to North Italy with respect to foreign 
metal and coal supplies. However, its population pressed too hard on 
its agricultural base to form a market for industrial products sufficiently 
broad and growing to induce industrialization from the North. Why 
the savings of the southern middle and upper classes did not turn into 
industrial investment to supply such markets as did exist is a problem 
for the social historian. 


Ricuarp S. Ecxaus, Brandeis University and 
Center for International Studies, M. I. T. 


43Tt is true that other sectors of southern agriculture did better than wheat producers. 
Wine output grew substantially; the citrus fruit crop seems also to have grown considerably. 
But olive oil, and other products like corn showed little or no improvement. 

44P, Maestri, Italia Economica nel 1870 (Florence, 1871), pp. 97-103, gives some indirect 
evidence. 











The Specie Standard and Central Banking 
in the United States Before 1860 * 


That the [Second Bank] adds facilities to trade and commerce gen- 
erally, and, to a certain extent regulates the course of exchange, will 
not be questioned: but does that justify Congress in erecting a broker’s 
shop to do what is the business of individual enterprise, and the natural 
channel of trade itself? } 


entral banking institutions during the past quarter-century have 
Ee almost free of the constraints that inhibited their actions dur- 
ing the nineteenth century. The special conditions under which earlier 
central banking institutions were formed and operated frequently have 
been lost to view; and while contemporary observers have come to re- 
gard the first two Banks of the United States sympathetically, the 
functional evolution of these institutions within the framework of 
specie standards has been largely neglected. The period between the 
end of the Second Bank and the organization of the Federal Reserve 
System is subsequently treated as the Dark Ages of monetary policy, 
better forgotten than deplored. 

Central banks create and destroy circulating media in accordance 
with national economic objectives. Their effectiveness is usually judged 
in the light of contemporary norms of performance without a realiza- 
tion that their creation may have resulted from different motives than 
those under which they now operate. Also unappreciated is the fact 
that they were superimposed on economies functioning under specie 
standards, and that they may not be, therefore, the most suitable or 
useful for the regulation of contemporary monetary frameworks. The 
following examination and analysis has been conducted in order to 
define more precisely the emergence of central banking ideas and in- 
stitutions in the nineteenth century within the context of specie stand- 
ards. 


*I am obligated to Ross M. Robertson of Indiana University and the Ford Foundation for 
financial assistance that helped make this study possible. Others who have given useful 
suggestions are Clark Warburton, George Macesich and the editors of The Journal of Economic 
History. 

1 Niles Register of Debates in Congress (Washington: Gales and Seaton) (22nd Congress, 
1st Session), “Report by the Committee of Ways and Means to the House of Representatives 
on Renewal of the Charter,” Appendix, p. 144. 
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In his monumental work, Banks and Politics in America, Bray Ham- 
mond argues that the function of the early American commercial 
banking system was to furnish the credit the economy “needed” for 
its productivity growth, while the central bank’s primary role was 
that of stabilizer to the banking system. Wild swings of commercial 
banking activity ideally would be mitigated by the discretionary skill 

“art”) of the central bank entrepreneur as he manipulated bank 
credit. Hammond’s case study of this process is the Second Bank of the 
United States. His general thesis is that this Bank (and to some extent 
the First Bank as well) was created with an intention on the part of 
its more sophisticated sponsors to act as such a stabilizer to the unre- 
strained state banking system; that under Nicholas Biddle in the 
1820’s the Second Bank fulfilled the role envisioned by its founders, 
but that its incipient usefulness was abrogated in the 1830’s by the 
ignorant and acquisitive segment of society led by the Jackson admin- 
istration. Enlightened central banking thought and action, Hammond 
concludes, were thus stifled until the organization of the Federal Re- 
serve System in 1913. W. B. Smith shares the same view in his book 
on the Second Bank.* Neither treatise examines the possible incom- 
patibility of central bank operations in conjunction with a specie 
standard.* 

The thesis presented below argues that a consciously directed central 
bank policy was incompatible with adherence to metallic standards; 
that such incompatibility explains a great deal of the abhorrence society 
felt in maintaining a central bank in the United States; that the devel- 
opment of public banks—banks chartered by Congress—occurred 


2 Bray Hammond, Banks and Politics in America (Princeton: Princeton University Press, 
1957). 

3 Hammond, Banks and Politics; W. B. Smith, Economic Aspects of the Second Bank of the 
United States (Cambridge: Harvard University Press, 1953), p. 263. Hammond and Smith 
undoubtedly have more sophistication with respect to nineteenth-century developments of 
monetary policy than some other contemporaries. E. A. Goldenweiser, for example, in his 
American Monetary Policy, stated in the preface: “Monetary policy as here conceived did not 
develop in the United States prior to that time [1913].” E. A. Goldenweiser, American Mone- 
tary Policy (New York: McGraw-Hill Book Company, Inc., 1951), p. xi. 

4 That the dichotomy between a metallic standard and a central bank still poses dilemmas 
in today’s world is evidenced by a central bank reaction to the recent gold flow from the 
United States. Chairman Martin of the Federal Reserve Board was recently reported faced 
with the “hard choice” of easing monetary pressure and letting gold go, or of keeping the 
pressure on and risking a severe depression. Martin chose the former alternative “as the least 
of several evils.” (New York Times, November 20, 1960, Section E, p. 11 [my italics].) If a 
choice must still be made ad hoc, and if it is “evil” in a world where a metallic standard is 
hardly more than a facade, monetary policy machinery is no less dualistic than it was 140 
years ago and is faced with the same conflict. 
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predominantly for fiscal purposes; and finally, that the central banking 
idea developed residually as an “external economy” to the public char- 
acter of these institutions. 

The public banks chartered in the nineteenth century faced a pre- 
carious existence although their trilemma has seldom been recognized 
either by contemporaries of the times or observers in retrospect. If they 
were too influential as central banks in exercising monetary and bank- 
ing policies, they were assuming powers implicitly attached to metallic 
standards; if they were to act simply as public depositories for the 
Treasury and overseers of uniform currencies, they were duplicating a 
job that devolved on the central treasuries, and which the treasuries 
might do better; and if they undertook commercial banking operations, 
they were open to the criticism of being specially favored, centralized 
monopolies. Little wonder that the institutions which took substance 
were so hybrid. 





The exponents of banking development in the United States have 
generally been Federalist, Whig, Republican, conservative, strongly 
oriented toward the “need” for banking, and fairly faithful followers 
of what have been called the “anti-Bullionist” and “banking” schools 
of monetary thought. Proponents of these theories argued that bank- 
ing systems could not overissue demand obligations so long as banks 
were in competition with each other; and more positively, that the 
“needs of business” functionally determined the volume of bank credit.” 
Such independence by the banking system, together with the assumed 
natural control of the money supply through adherence to metallic 
standards, allowed little brief for central mechanisms that would 
either interfere with or supplant such actions; and “central” banks 
were not at first designed with these ends in view. They were legalized 
exclusively as semi-monopolistic, quasi-public “banks” that would (1) 
provide uniform and par value currencies, (2) act as fiscal agents for 
the government, and (3) absorb appreciable fractions of outstanding 
government debt. To be “banks” they also had to lend commercially 
at short-term to bona fide business men; so they were in the beginning 
both public and private. Conspicuously absent in the earlier acts was 

5See J. Viner, Studies in the Theory of International Trade (New York: Harper and 


Brothers, 1937), pp. 148-49, 222-24, and L. W. Mints, History of Banking Theory (Chicago: 
University of Chicago Press, 1945), for history and analysis of these theories. 
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any imputation that they were to control the banks or regulate the 
monetary system in any way, and only later were they to be regarded 
as indirect subsidizers of commercial banking.° 

Alexander Hamilton, who was certainly the intellectual father of the 
First Bank, saw it “vitalizing as well as economizing the dead stock of 
gold and silver” by means of high-quality uniform paper money issues. 
The very size of the “public bank,” as he called it; would result in 
“facility to the government in obtaining pecuniary aids,” that is, in 
soaking up old debt and floating new debt if the occasion arose; and: 
“The chief object of [the inclusion of public debt in the formation of 
the capital] is to enable the creation of a capital sufficiently large to be 
the basis of an extensive circulation, and an adequate security for it.” 
The debt would yield dividends to stockholders of the Bank, and 
would appreciate in value because of the fresh demand for it that the 
new bank would induce. The government would benefit from the 
ability of the Bank to aid in sales of public lands and by the profits from 
its stock holdings in the Bank." 

Hardly any allusions to this Bank as a central bank—in contrast to 
just a public bank—can be found in Hamilton’s report. He argued that 
the government should have directors on the board of the Bank—“to 
see that so delicate a trust is executed with fidelity and care’”—and he 
had also said that the Bank was “not a mere matter of private property, 
but a political machine of greatest importance to the State.” * Nowhere 
in his report, however, did he promote it as an instrument for conduct- 
ing monetary policy even in so benign a way as to enhance the actions 
of the metallic standard, let alone in any way that was independent of 
that machinery. 

James Madison of Virginia acted as a spokesman for the case against 
the Bank. Since few commercial banks existed at that time, the new 
Bank would be distinguished by its Federal sponsorship. This char- 


6 See Annals of Congress (Washington: Gales and Seaton, 1834) (1st Congress, 2nd Session), 
Appendix, pp. 2375-81, for the act incorporating the First Bank. William Giles of Virginia, 
an opponent of the First Bank, observed: ‘The chief stimulus which I can discover to the 
existence of this measure is to give artificial impulse to the value of stock [i.e., outstanding 
government debt].” Annals of Congress (1st Congress, 3rd Session), p. 1997. See also Ham- 
mond, Banks and Politics, pp. 115-18. Even at this early state, the concept of “pegging” was 
not entirely alien. 

7 Annals of Congress (1st Congress, 2nd Session), pp. 2082-111. 

8 Ibid., p. 2101. Besides Hamilton’s statements, see the speeches in support of the Bank by 
Theodore Sedgwich and Fisher Ames, both of Massachusetts. Annals of Congress (1st Congress, 
3rd Session), pp. 1956-60. Ames said that the Bank’s power to regulate inland bills of 
exchange and bank paper as instruments of trade would produce injury and wrong. He thus 
would not “pause to examine” such a possibility. 
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acteristic Madison regarded as a concrete violation of states’ rights and 
unconstitutional. He emphasized that the principal economy of the 
bank bill was “borrowing money,” and he supported this assertion by 
quoting repeatedly the section of the preamble that spoke of the Bank’s 
aid in giving facility to the government in floating loans. He astutely 
criticized such a goal, and provided insight far in advance of his time 
on the balance sheet expansion methods central banks would one day 
assume when he said: “If . . . Congress, by virtue of the power to 
borrow, can create the means of lending, and, in pursuance of these 
means, can incorporate a Bank, they may do anything whatever 
creative of like means.” ® 

Hamilton won the constitutional argument when he said: “If the 
abuses of a beneficial thing are to determine its condemnation, there 
is scarcely a source of public property which will not be speedily closed.” 
Even gold and silver, he noted, could “furnish temptations to overtrad- 
ing.” *° Such a victory, however, was over the political question of 
whether or not the government had (or ought to have had) sovereignty 
over the money supply. Hamilton’s pragmatic mechanism was sup- 
posed to have only oblique influence in this direction. 

The First Bank was both creditor and debtor of the Federal Govern- 
ment, but it was primarily a creditor of state banks. Its significant posi- 
tion in the monetary framework led to the charge that it would com- 
pete monopolistically with the state banks in profit-seeking operations. 
In 1800, Hammond notes, both the Bank of England and the Bank of 
the United States had so much private business that their “public func- 
tion was to many persons quite unapparent except as usurpation and 
privilege.” 

The Treasury Department was in fact still dominant in American 
monetary affairs even after the First Bank had been in existence for 
several years. Hammond cites the case in which the Bank of New York 
over-extended itself about 1796 in buying government securities from 
the First Bank. It appealed for intercession not to the First Bank 
directly but to Secretary Wolcott, Hamilton’s successor. Wolcott or- 
dered it to pay penance by selling its securities in the market—possibly 
at a loss; but he also promised ultimate absolution if worst came to 
worst, because the kingdom of banking could not be damned for the 
defection of one sinner. In his critique of this case Hammond con- 





9 Annals of Congress (1st Congress, 3rd Session), p. 1948. 
10 [bid., Appendix, p. 2095. 
11 Hammond, Banks and Politics, pp. 115-16, 198-200. 
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cluded editorially: “The Secretary of the Treasury does not shed the 
central bank responsibility upon the central bank, where it belongs; 
he worries with it in the Treasury.” ” 


II 


Between 1791 and 1809 the national debt was reduced from $75.5 
million to $41.0 million.”* Originally the First Bank had held $6.20 mil- 
lion of the debt, but by 1809 it held only $2.23 million. Secretary of the 
Treasury Gallatin, while he urged recharter of the Bank for the usual 
reasons, noted that the prosperity of the past few years had enabled 
the government to meet all its revenue demands without recourse to 
loans.'* He continued: “The bank had heretofore been eminently use- 
ful in making the advances which . . . were necessary... . And a 
similar disposition has been repeatedly evinced whenever the aspect of 
public affairs Aas rendered it proper to ascertain whether new loans 
might, if wanted, be obtained.” ** In spite of his efforts to convince 
Congress that a national bank might again be needed to absorb govern- 
ment security issues, legislators proved to be unconvinced. 

Gallatin further elaborated his brief for a recharter to William H. 
Crawford, Chairman of the Senate Finance Committee, in a “Letter” 
dated January 30, 1811. He noted: “The banking system is now firmly 
established, and . . . extends to every part of the United States.” ’° 
In observing such growth, he implied an important question: was the 
commercial banking system a substitute or a (subordinate) comple- 
ment of the First Bank? If a substitute, the First Bank was not needed; 
if a complement, the First Bank had to justify new functions. Gallatin 


12 Ibid. (italics mine). I would like to point out here that while I marvel at Hammond’s 
work and am awed by the immensity of his contribution, I nevertheless disagree fundamentally 
with the value explicitly put forth by the italicized clause. I think monetary policy should be 
handled by the Treasury Department acting as a central monetary-fiscal authority. I have yet 
to see an argument that is convincing on the “necessity of central banking.” To summarize in 
the form of a familiar quotation: central banking is too important a function to be left in 
the hands of central bankers. 

13 U, S. Census Bureau, Historical Statistics of the United States, 1789-1945 (Washington: 
Government Printing Office, 1949), p. 306. The debt fluctuated between $75 million and $86 
million until 1804, after which it was reduced steadily until 1812. 

14 Annals of Congress (10th Congress, 2nd Session), “Report to the Senate from the Secre- 
tary of the Treasury on the Bank of the United States,” p. 456. 

15 [bid., p. 458 (italics mine). Gallatin claimed that the biggest objection to the Bank was 
that many stockholders were foreigners, and that the high rate of profits paid by the Bank 
therefore meant an export of such income from America. The last sentence quoted, although 
entirely elliptical, surely implied Gallatin’s realization that considerations of debt flotation 
had argued for national banks in the past. 

16 Annals of Congress (11th Congress, 3rd Session), p. 122. 
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did not stress at all the central nature of the First Bank, but only its 
public nature; and many Congressmen undoubtedly thought that the 
freshly sprung banking system could handle the fiscal affairs of the 
Federal Government well enough without a national bank. Crawford, 
in a speech to the Senate favoring recharter, observed that the opposi- 
tion to the First Bank voiced by the various state legislatures anticipated 
a profitable transfer of the public deposits to the state banks. Since the 
state governments held stock in these banks, their concern was not 
completely altruistic." 

Both Gallatin and Crawford emphasized the public utility of the 
Bank without stressing the central banking role it might assume. Gal- 
latin was careful to point out in his report for 1810 that, when the 
Treasury had required $2.75 million to finance an unforeseen deficit 
during the year, the First Bank had taken up the loan on a short-term 
(one year) basis. He expressed satisfaction with the expediency of this 
method, but did not argue that the Bank’s accommodation had avoided 
depreciation of security prices or other distress in the money market.”* 
Crawford urged the Senate to accept Gallatin’s authority in the matter 
of recharter, especially because of the Bank’s aid in the management of 
the government’s fiscal operations; but he too gave no indication that 
the Bank carried out any monetary policies.”® 

If Crawford and Gallatin did not recognize the incipient monetary 
powers latent in the First Bank, a few others did. The President and 
Directors of the Bank presented a petition for recharter to the Senate 
in which they said that it was 





. . a general guardian of commercial credit, and by preventing the 
balance of trade in the different states from producing a deficiency of 
money in any, has obviated the mischiefs which would have been thereby 
produced. It has fostered and protected the banking institutions of the 
States, and has aided them when unexpectedly pressed.?? 


A “memorial” to the Senate from the Chamber of Commerce of 
Philadelphia imputed a similar strategic position to the First Bank by 
the unavoidably “great and constant accumulation of paper of other 
banks” in its vaults.** Sophistication from such sources is understand- 


17 [bid., p. 143. 

18 Jbid., p. 394. 

19 [bid., p. 142. 

20 [bid., p. 22. Signed, “David Lenox, President.” 

21 [bid., p. 32. This memorial was signed, “Condy Raguet and one hundred others.” 
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able:—Philadelphia was the nucleus for the Bank’s operations, and its 
influence was more sharply focused there than anywhere else. 

Henry Clay in the Senate also demonstrated awareness of the Bank’s 
monetary powers, but to him such powers provoked arguments for 
restraint rather than license. He held that a bank chartered for fiscal 
purposes should be confined to these and nothing more. “You say to 
this organization,” he continued, “we cannot authorize you to discount 
—to emit paper—to regulate commerce, etc. No! . . . But then we can 
authorize you to collect the revenue, and, while occupied with that, 
you may do whatever you please!” 

Clay’s statement provided a sharp contrast between the Federalist 
thought, for which he was such an astute spokesman, and the Dem- 
ocratic ** attitude manifested both by the arguments and policies of 
Wolcott, Gallatin, and Crawford. The former group saw the emergence 
of autonomous monetary powers in the First Bank’s policies, and they 
regarded such powers as undesirable. The latter group did not recog- 
nize the central monetary role of the Bank, but only its ancillary and 
subordinate fiscal role to the Treasury. Later on the Clay group was to 
accept the central bank function as utilitarian and, ultimately, to em- 
brace it as necessary; while the Democrats, upon receipt of the knowl- 
edge that a central banking institution was loose in the land, were to 
conduct a campaign of extermination. 

The bank bill in 1811 failed to pass by one vote. In view of the 
non-monetary, non-fiscal and non-economic issues that were debated, 
and the indecisiveness of a one-vote majority, one can hardly argue 
that the sophisticated concepts discussed above were the only areas of 
attack and defense. Other factors were: (1) constitutionality, (2) the 
“dominance” of British stockholders, and (3) the desire by many Con- 
gressmen that banks in their constituencies “profit” from the deposits 
of the public money.” 





II 


When the War of 1812 had to be financed, legislative thoughts again 
turned to the possibility of a public bank. By late 1814 the public debt 


22 [bid., pp. 212-13. 

23] shall use the term “Democrat” to define the party of Jefferson, Madison, ef al., even 
though they called themselves “Republicans.” “Republicans” I shall use to designate the 
eventual descendant of the Whig-Federalist group. 

24 See speeches of Clay and William B. Giles of Virginia, Annals of Congress (11th Congress, 
3rd Session), pp. 175-207 and 215-18. 
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had grown to over $100 million from $45 million in 1812, and the end 
of the war was not yet in sight. Legislators were therefore ready to 
accept a government-sponsored bank as a means for absorbing future 
debt as well as that already extant. Especially important was the $19 
million outstanding in liquid Treasury notes.” 

A bank bill went to President James Madison in January of 1815 
that would have capitalized a Bank of the United States for $30 mil- 
lion, of which $5 million was to be in specie, $10 million in specie or 
the public debt authorized by Congress in March of 1812, and $15 
million in specie or the Treasury notes authorized in June of 1812, or 
those which would be issued by any subsequent acts of Congress.”° 
Madison vetoed the bill in January 1815 because he felt that govern- 
ment bonds held by the Bank would soon realize an appreciation, thus 
shouldering the government with a capital loss. He also felt that the 
government’s demands were too great during the war to be filled by 
a bank, and he was chagrined that no provision had been made for 
government ownership and participation.” 

By the time Congress was reconsidering a new bank bill that would 
meet Madison’s objections, the war with Britain was over and the debt- 
absorption function was not so acute. Nevertheless, enough Treasury 
notes had been issued during the war to force suspension of specie 
payments. Alexander James Dallas, current Secretary of the Treasury 
and a man who operated in the Gallatin tradition, argued forcefully 
for the recreation of a national bank that would issue notes tq take 
the place of the Treasury notes. At the same time, he felt that state 
bank issues had to be curtailed in order for resumption of specie pay- 
ments to be genuine; and since the outstanding Treasury notes would 
be superannuated during the next year, he felt they would not suffice 
as a national currency. The national bank would soak them up as 
“capital,” perhaps “issue notes of a similar character, for a limited 
time,” but then allow the Treasury notes to be refinanced as longer- 
term debt until such debt could ultimately be redeemed.” 


25 Annals of Congress (13th Congress, 3rd Session), pp. 622-30 and 1261. 

26 Ibid., pp. 192-95. Of course, only the first $5 million would be in specie. $11 million of 
the debt of March 14, 1812 was in existence and $19 million of Treasury notes of June 30, 
1812. Thus this act would have absorbed most of the war-induced debt. According to Section 
4 of the bill, the Bank’s holdings of Treasury notes would have been funded into 6 per cent 
bonds as they matured. 

27 Ibid., p. 189. 

28 Annals of Congress (14th Congress, 1st Session), “Annual Report of the Secretary of 
the Treasury,” Appendix, pp. 1630-45, and “Report to House of Representatives on a National 
Bank,” ibid., pp. 505-11. 
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Dallas seemed to argue for a national bank that would solve all 
problems at no cost. The currency policy outlined above was one facet 
of his ideal. He also saw the Bank “responsible” to Congress but also 
“independent” of Congress; and it would be competitive with, but 
not necessarily hostile toward, the state banks. His final statement— 
one that would be requoted in 1834 by the Whigs in their efforts to 
keep the Second Bank alive—was: 





The National Bank ought not to be regarded simply as a commercial 
bank. . . . It will operate .. . upon the funds of the nation. ... In 
fine, it is not an institution created for the purposes of commerce and 
profit alone, but much more for the purposes of national policy, as 
an auxiliary in the exercise of some of the highest powers of the 
Government.”® 


Although Dallas had something of a central monetary idea, he too 
was primarily emphasizing the idea of a public bank, and his successor, 
ex-Senator William Crawford of Georgia, had the same concept. Mone- 
tary policy was reserved for the Treasury Department. The success for 
resumption of specie payments in early 1817, for example, was Craw- 
ford’s victory. According to Hammond, “The Bank supplied the 
machinery, the secretary supplied the brains. He tutored, corrected and 
prodded the Bank’s president. Central banking policy was more in- 
telligently developed in the Treasury than in the central bank itself.” *° 

In 1823 the Senate asked Crawford for a report “relative to loans or 
deposits made by the Treasury to banks [including the Bank of the 
United States] from 1791 to the present.” Crawford’s forthright and 
unembarrassed reply showed how far the Treasury had gone in con- 
ducting influential policy, and how correspondingly little had been 
done by the Banks of the United States. Some loans and deposits had 
been made to banks at various times, and some deposits had been 
shifted from one bank to another, Crawford admitted, “to sustain the 
banks against a run.” He cited resumption in 1817 as a particular case 
in which the Treasury had attempted “to induce the State banks to 
aid the Bank of the United States in restoring the currency to a sound 
state.” In the depression that developed early in 1819, he continued, 
the Bank was further “indebted for its preservation to the forbearance 
of its creditors, and to the support which it received from the Treasury 


29 Tbid., p. 505, Appendix, p. 1644 (italics mine). 
380 Hammond, Banks and Politics, p. 249. 
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Department.” ** He did not mention the Bank itself as an agent in his 
reports until 1820, and then only to suggest that the Bank would be a 
convenient means of floating a short-term debt to cover a fiscal defi- 
a“ 

During the postwar boom of 1817-1818, the Bank acted just like 
any other bank. It did not limit its own lending activities so as to be 
a “lender of last resort,” and it did not restrain the private banks by 
forcing them to redeem their notes. In the contraction of 1818, as 
Crawford implied above, it had to save itself by curtailments of credit 
and imports of specie. Its conduct thus demonstrated that it was still 
far from being a central bank; in spite of the fact that it could and did 
render service to the government, it was a competitor of the state 
banks, allegations to the contrary notwithstanding.* 

Through the secretaryships of Gallatin, Dallas, and Crawford the 
Bank continued its public banking role. Nothing suggests its subordi- 
nation to the Treasury more than the dominance the Treasury assumed 
by right, and the perfunctory position the Bank occupied by way of 
contrast. As late as December 1823, Crawford asked Congress to grant 
authority for repurchasing the public debt from the market at a 
“fair” price, that is, above the par value if necessary. He said that “a 
gradual conversion of [the debt] into money ... would be most 
favorable to its investment, [and] would be most advantageous to the 
moneyed transactions of the community.” Crawford’s rapport with 
Congress being of a high order, a bill was passed routinely by both 
houses, and $8.61 million of the outstanding debt was very soon re- 
purchased.** The Second Bank had no part in this operation. 

Between 1818 and 1823 the ratio of specie to note and the deposit lia- 
bilities of the Second Bank increased from 8.5 to 38 per cent,®’ and 
the state bank system experienced a similar change. The pressure on 
the monetary framework came from the Treasury Department and 
was the usual stiff-upper-lip type of policy so common to economies 

31 Annals of Congress (17th Congress, 2nd Session), ‘Annual Report of the Secretary,” p. 
301. Crawford reported that banks in the District of Columbia had also been helped by the 
ge of Congress (16th Congress, 2nd Session), “Annual Report of the Secretary,” p. 
499. Previously Crawford had suggested issues of Treasury notes when fiscal expediency was 
hails Banks and Politics, pp. 257-58, 285. 

34 Annals of Congress (18th Congress, 1st Session), “Annual Report of the Secretary of the 
Treasury,” p. 926 and pp. 125, 1065. At Crawford’s suggestion, also, the Commissioners of 
the Sinking Fund acted as the “open market committee,” but repurchased at values specified 


in the act authorizing the policy. 
35 U. S. Census Bureau, Historical Statistics, Series N7—-Ng-N10, p. 261. 
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that had slipped off a specie-paying base “because” of a war. Paper 
money (Treasury notes) had been printed to finance the War of 
1812-1814, and had been used subsequently as bank reserves; so bank 
paper had also expanded. The increase in the stock of money forced 
the market price of specie beyond the reach of the mint price, and 
government and banks suspended. In December 1815, Secretary Dallas 
stated a prevalent opinion when he wrote: “It is essential that the 
quantity of bank paper in circulation should be reduced.” A national 
bank, he thought, would help this process because it would not have 
to resume, only commence, and it would have the advantage of the 
public deposits in coin to help it do the job.*° 

Secretary Crawford, too, actively promoted such a policy. Shortly 
after he took office he wrote: “The reissue of Treasury notes of all 
descriptions should be discontinued.” ** Later in the year he wrote a 
letter to William Jones, President of the Second Bank, in which he 
argued that retirement of Treasury notes required that the Bank 
provide a currency. He frankly stated that the government would 
take upon itself the principal burden of restoring the circulating 
medium to specie value by withholding “from circulation as much 
of their [banks’] paper now in the Treasury . . . as the demands upon 
the Treasury during the ensuing year will permit.” * 

The Treasury balance subsequently accumulated in the form of 
cash and Treasury notes until it reached $18.5 million on January 1, 
1817. The total stock of currency and deposits in the economy was 
approximately $100 million, so the retirement of $19 million in Treas- 
ury notes during the two years 1815-1816 was decidedly deflationary. 
Prices started declining in 1817, and fell 30 per cent in the next four 
years.”® 

Crawford expressed cold satisfaction with the deflation. The bank 
contraction, “so oppressive to their [banks’] debtors, but indispensably 
necessary to the existence of specie payments,” he concluded, “must 
be continued until gold and silver shall form a just proportion of the 
circulating currency.” *° 





36 American State Papers, Finance (Washington: Gales and Seaton, 1834), III, 60-64, 116. 
(Hereafter referred to as ASPF.) The House Committee of Ways and Means was of a like 
opinion. 

37 Ibid. “Report of the Secretary” (December 20, 1816), p. 141. 

38 Jid. Letter from Crawford to Jones (November 29, 1816), pp. 316-17. 

39 Historical Statistics, p. 261. In 1830 the McDuffie Report stated that the “circulating 
medium” [notes and deposits?] of banks declined from $110 million to $45 million between 
1815 and 1819. (Register of Debates, 22nd Congress, 1st Session, Appendix, p. 133.) 

40 ASPF, “Report of the Secretary” (November 24, 1818), p. 275. 
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Crawford’s policies were unexceptionable. He saw an end to be 
achieved and he used the power of the government to reach it. But 
note: the Treasury was the agency that made and carried out the 
policy. In 1820 Crawford addressed another letter to the House on 
the subject of the banking system and the currency. He absolved the 
Second Bank of the evils ascribed to it in transferring the currency 
for the government. The Bank, he wrote condescendingly, “was only 
a passive agent in the hands of the Government.” ** It continued in 
this role for the next few years. Then, in 1823, Nicholas Biddle was 
made President of the Second Bank. His entrepreneurship as a central 
banker while in office was remarkable, but his ideas developed on 
the job and not before. 





IV 


The Second Bank issued notes that had been sanctified by law as 
legal tender; it collected and disbursed the government’s moneys; 
it was, therefore, favorably circumstanced for extending its position 
into that of a controlling monetary agency. One would have to be 
obtuse indeed not to recognize the possibilities of control given to an 
institution publicly endowed with the power to screen the notes of 
its competitors, and that might then exercise a rigorous demand for 
redemption of these notes in specie in order to check an incipient 
boom, or allow the notes to recirculate in order to stimulate trade. 

Nicholas Biddle, being far from obtuse, soon became cognizant of 
the “balance-wheel” position the Bank held; but the evidence that he 
came into the presidency with such a predilection is untenable.*” Un- 
doubtedly he cultured central banking ideas and policies in the latter 
1820's, but they were a pragmatic result of the Bank’s position and 
not the result of a previously determined thesis. 

Albert Gallatin remarked in 1831 that the Bank “operates as a 
screw” and “was for that very purpose . . . established.” His assertion, 
however, was wishful thinking and historically inaccurate. Not only 
did the concept fail to appear in the charters of either the First or 
Second Banks, it failed also to be imputed to them by any one, par- 
ticularly Secretaries of the Treasury, such as Albert Gallatin, before 


41 [bid. Letter to House of Representatives (February 20, 1820), p. 508. 

42 Hammond, Banks and Politics, pp. 301, 323. Hammond’s quote of Biddle’s sentiments 
(in 1819) expressed only the opinion that the government should not trust its funds in the 
hands of the state banks. It implied no ideas of control over the banks or the money supply. 
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about 1828. Practically nothing at all was said in any Secretary’s report 
throughout the 1820’s; that is, until the Bank had undertaken some 
central banking activities and was almost ready to fight for recharter. 

The Bank and the administration under John Quincy Adams 
(1824-1828) were, to use a contemporary expression, “in accord.” 
Richard Rush, Adam’s Secretary of the Treasury, complimented the 
Bank very highly in his report for 1828. He first stated that the capacity 
of the Treasury Department “to apply the public funds at the proper 
moment, in every part of a country of such wide extent, has been es- 
sentially augmented by the Bank of the United States.” He bore 
testimony to the “useful instrumentality of this institution, in all the 
most important fiscal operations of the nation.” He commented on the 
Bank’s influence over the paper of the state banks. “By this course,” 
he continued, “a course not enjoined by its charter, it widens the field 
of business and [its] usefulness to the state banks.” He then described 
the patterns of policy the Bank had followed: on the one hand re- 
straining imports, at another time relieving the currency scarcities that 
occurred “under the disastrous speculations of 1825.” *° 

Several conclusions can be drawn from Rush’s essay. First, he saw 
the Second Bank both as a public bank and as a central bank. Second, 
he still regarded it as a subsidiary to the Treasury Department. Third, 
he clearly perceived that the discretionary monetary powers, while 
salutary and proper, were not provided by the Bank’s charter. The 
only possible inference is that central banking functions had emerged 
in the previous five years—a genesis that resulted from the strategic posi- 
tion of the Bank in the monetary framework of the economy, and 
from the entrepreneurship of Nicholas Biddle.“ 

By the time that recharter of the Bank had become a political ques- 
tion in the early 1830’s, the concept was recognized everywhere. The 
whole issue, in fact, was as responsible as any other for differentiating 
the political parties of the day. Two “Reports” made to Congress 
demonstrated clearly the ideas that were then in force. The first 
report was presented by George McDuffie to the House of Representa- 
tives in support of monetary policy and the use of the Bank of the 
United States as an instrument of that policy. Included was an un- 
equivocal use of the quantity theory for defining the inverse relation- 
ship between the quantity of money and its value. “No proposition,” 

43 Register of Debates (20th Congress, 2nd Session), Appendix, p. 21 (italics mine). 


44 See Hammond, Banks and Politics, pp. 300-25. Other work on Nicholas Biddle as a 
central banker is also in progress by Jacob Meerman at the University of Chicago. 
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the report stated categorically, “is better established than that the 
value of money, whether it consists of specie or paper, is depreciated 
in exact proportion to the increase of its quantity, in any given state of 
the demand for it... . A rise in the price of commodities [equals] 
depreciation in the value of money.” *° 

The report then developed the concept of control by a central bank. 
It even used the explicit expression, but conceived of it as completely 
government-owned and monolithic in contrast to the hodgepodge con- 
cept of a national bank with branches then under consideration. “A 
great central bank,” the report stated, would provide a uniform cur- 
rency but one that could be only “nominal,” because “the notes of a 
central Government bank” would be insufficiently limited by “the 
discretion and prudence of the Government or of the direction.” The 
report cited the disadvantages of government ownership in general: 
the political considerations in locating branches, the patronage powers 
that would lie with the administration, and the invidious position of 
the government as “a great money lender.” *° 

In spite of its sophisticated analysis, this section of the report finished 
on a decidedly lame note. It failed to recommend a central bank to 
carry out the monetary necessities suggested in its earlier passages, but 
argued in its conclusions that the Bank of the United States was a 
superior organization to the “central government bank,” or to a 
Treasury Department, because all its relations to the government were 
“fixed by the law, and nothing [was] left to arbitrary discretion.” It 
was a privately owned company. At the same time, “The interest of 
stockholders . . . is quite a subordinate consideration. The mainte- 
nance of a uniform currency, and the facilities afforded for collection, 
transferring, and disbursing the public revenue, are the great and para- 
mount objects to be accomplished by such an institution.” * 

This last statement clearly omitted centralized discretionary control 
over the money market, the exchanges, the commercial banking 
system, or any other areas peculiar and unique to central banking. It 
included currency maintenance and fiscal auxiliary; but as pointed 
out above, these aids are simply ancillary to the principal central 
banking function and can be performed by a number of other institu- 
tions. 





45 Register of Debates (22nd Congress, 1st Session), “Report by Committee of Ways and 
Means to House of Representatives on Renewal of the Charter” (majority and minority 
views), Appendix, p. 132. 

46 Ibid., pp. 140-41. 

47 Ibid., pp. 127, 137. 





Specie Standard and Central Banking 333 


The report certainly recognized the possibility of monetary control 
in its “theoretical” introduction, but argued only for an insipid Bank 
of the United States in its conclusion. Probably McDuffie and the 
other authors felt that a strong central bank bill would not get by 
President Jackson, and based their case on the national bank ideal in 
the hope that the national bank they argued for would effect some 
desirable monetary policies concomitant with its routine fiscal duties. 

The minority report of the same committee faced the central bank- 
ing function of the Bank directly, but pointedly objected to such con- 
trol. The Bank, it said, “. . . cannot be necessary to regulate com- 
merce, which, if left to individual enterprise, will regulate itself 
without any such agency, under the rules which have been prescribed 
wi..." 

If the majority report defined the issue without facing it, the minor- 
ity report faced the issue without defining it. The passage quoted above 
recognized some control by a “Bank” but conceived of such control as 
a quasi-governmental regulation of commerce and trade. It did not 
perceive the distinction between regulating commerce and regulating 
the monetary system that underwrote commerce. Such a distinction 
is as fundamental as the contrast between money and all other com- 
modities. Furthermore, a philosophy of government that would control 
the value of the medium of exchange can be just as “liberal” as one 
that would hang the value on a metallic standard. The value of the 
circulating medium can be sustained by control over its quantity 
without recourse to ubiquitous interferences. Political authority in gen- 
eral implies specific control over the stock of money, and is manifiested 
in the fiat of legal tender power. 

The minority’s blindness to the contrast between money and com- 
modities was further emphasized by its conclusion that “it is not the 
paper currency which Congress is entrusted with the power of regu- 
lating.” *° Since the monetary standard was metallic, that is, a two- 
commodity standard, the distinction between money and commodities 
easily remained unrecognized. Money was a “commodity”; therefore 
why single it out for special governmental treatment? 

The second report made to the House some months later examined 
the actual practices and conduct of the Second Bank. The majority 
in this case was anti-Bank and was headed by Augustin Clayton of 
Maryland. The group criticized the open market sales of government 


48 Tbid., p. 144. That is, the specie standard. 
49 [bid., p. 145. 
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securities conducted by the Bank in 1825, but only on the grounds that 
the government might better have realized the profits itself. More 
significant in the committee’s opinion was the Bank’s action in the 
business depression that developed in late 1831. At the same time that 
the Bank let its specie be drained off, it zncreased its note and deposit 
obligations. This central banking reaction was recognized, but also 
criticized by the committee on the grounds that such additional issues 
of notes “caused” specie to flow out of this country into Europe, “and 
but for a decline in the price of specie in Europe, it would still continue 
to be exported. . . . No measure can be invented to restore a sound 
currency,” the committee concluded, “but a withdrawal of a large 
portion of notes in circulation, by the bank, which will compel other 
banks to do the same.” °° Recognition was thus given to the ultimate 
ineffectiveness of the Bank to stop specie outflows, and, in fact, to the 
inadvertent aid the Bank’s central banking actions gave to such out- 
flows. The committee’s prescription, contained in the last sentence, was 
for notes to be contracted (with a falling price level implicitly rec- 
ognized, certainly) and specie to be conserved. They stated what was 
to become a keynote of Democratic policy in the next few years: 
reduction of the money-specie ratio.” 

The pro-Bank minority of the investigating committee excused the 
open market sales by the Bank in 1825 as a defensive measure that 
protected the reserves of the Bank. They argued further that the Bank 
in protecting itself from “the extraordinary pressure upon the money 
market . . . averted from this country the calamity of a general failure 
of the banks.” *” Such an invalid and farfetched argument again sug- 
gests a public bank rather than a central bank. The Bank sold its 
securities in order to protect itself; as a central bank it would have 
been Suying securities to enhance the reserves of the other banks, thus 
parlaying the “excess” specie reserves it should have held as effectively 
as possible amongst the satellite banks. 

The minority report also pointed out that discounts of the Bank had 
remained stable from 1829 to 1831, so the unfavorable balance of trade 

50 Ibid., “Report of the Committee to Investigate Bank of the United States” (majority and 
minority views), Appendix, pp. 35, 40-42. The implication that the currency was not 
“sound” at this time was a red herring. 

51 For an account of this process, sce the article by George Macesich, The Journal of 
Economic History (September 1960), “Sources of Monetary Disturbances in the United States, 
1834-1845,” pp. 407-34. Statements by Calhoun, Woodbury and others were explicit on this 


point, circa 1834-38. See, for example, Register of Debates (23rd Congress, 1st Session), p. 
1064. 


52 Ibid., p. 46. See also W. B. Smith, Economic Aspects of the Second Bank, p. 254. 
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had its causes in the internal economies of European export countries. 
The Bank had subsequently extended its discounts “to relieve the 
community from the temporary pressure to which it was thus exposed.” 
Clearly the Bank did act as a central bank at this point, and its balance 
sheet further substantiated such an inference. (See Table I.) Not only 
were note and deposit liabilities slightly increased while reserves fell, 
but “forbearance” was shown in presenting notes of other banks for 
redemption. 


Tase I 


PRINCIPAL ITEMS IN THE BALANCE SHEET OF THE BANK 
OF THE UNITED STATES ($000,000) 


Specie Notes of Loans Circulation Deposits 

Other Banks (Notes Out) 
Sept. 1, 1831 11.55 2.08 35.81 22.40 15.88 
April 1, 1832 6.80 2.84 42.12 23.72 17.06 


Source: Niles Register of Debates (22nd Congress, 1st Session), Appendix, p. 40. 


The minority upbraided the majority’s inconsistency for complaining 
that the Bank was too liberal in its discounts while lamenting that it 
was too restrained in extending its relief.°* Although such a criticism 
was altogether fitting and proper, the policy of relief the Bank pursued 
might soon have run into the inevitable dilemma any central bank 
would face when its policies were superimposed on a system of specie 
standards. If specie had continued to leave the country, the Bank 
would ultimately have been forced to suspend payment on its own 
notes, and the banking system would have been in similar straits prob- 
ably even sooner. So long as the metallic standard was not a legal myth, 
central banking was effective only within finite limits. Indeed, the 
“art” of central banking was perhaps nothing more than the writhings 
of policy makers trying to reconcile the operations of inharmonious 
institutions. The self-effacement of the nineteenth-century central 
banker under such conditions is quite logical: secular drift in the 
metallic stocks would ultimately be dominating. 


V 


The conflict that ensued from 1832 to 1836 over the existence or non- 
existence of the Second Bank was also a jurisdictional dispute involv- 


53 [bid., p. 52. 
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ing the Second Bank, the Treasury, and Congress. Although not 
explicitly stated, the underlying question was, “what specific agency 
should be responsible for monetary policy?” The Whig position was 
that such powers constitutionally belonged to Congress, but that by 
chartering the Second Bank Congress had made the Bank its agent. 
The Treasury Department was, according to Henry Clay, “altogether 
financial and administrative,” and “it is no part of [the Secretary’s] 
duty either to contract or expand the circulation of bank paper.” * 
Much of what the Whigs said was framed to oppose the assumption of 
powers by Andrew Jackson and his administration. In voicing opposi- 
tion to the Secretary’s power in particular, the Whigs were protesting 
the President’s power in general. 

The Jacksonians were frequently contradictory and ambivalent. They 
had trouble recognizing the existence of monetary policy, especially 
since one radical wing was irrevocably committed to “hard money” 
in all commercial and financial intercourse. Thomas Hart Benton, a 
leader of this group, saw the Bank as a fiscal convenience to the gov- 
ernment, “and upon that argument alone,” he said, “could the charter 
be renewed.” When he came to recognize later that “all prices” were 
at the mercy of the Bank, he argued even more vehemently against 
its recharter. As a defender of the gold standard faith, he was rigor- 
ously consistent if not adequately realistic.” 

Roger Taney, Jackson’s most favored Secretary of the Treasury, not 
as adamant as Benton and more pragmatic, wanted only the destruc- 
tion of the Second Bank. Commercial banks of credit he regarded as 
innocuous. He said tolerantly: “Their advantages are many, . . . and 
they will be found of much public advantage.” He also felt that “the 
general interest and convenience of the people must regulate his con- 
duct” as Secretary of the Treasury. He thereupon deposited govern- 
ment funds with selected state banks, informing them that, “the 
deposits of public money will enable you to afford increased facilities 
to commerce, and to extend your accommodation to individuals.” °° 

Destruction of the Second Bank was followed in the late 1830’s and 
early 1840’s by a continuously falling price level and business depres- 
sion. The Van Buren administration used the Treasury department as 
an agency of monetary policy to some extent, but proper policy had 





54 Register of Debates (23rd Congress, 1st Session), pp. 78, 81, 758. See speeches by Clay 
and Webster. 

55 [bid., pp. 115, 1092-93. 

56 Ibid., Appendix, pp. 60, 74, 160. 
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to be learned tediously and painfully.’ Furthermore, the paralyzing 
dualism of regulation by a monetary agency and adherence to a metal- 
lic standard remained schismatically within the Democratic party. 
Given the cessation of capital inflows, the external price level decline, 
and adherence to the principle of fixed exchange rates, a lengthy 
decline of the internal price level was unavoidable. 





VI 


The Whigs finally won in the elections of 1840, and, after easily 
repealing the Independent Treasury Act, tried to re-incorporate a na- 
tional bank. John Tyler, who became President when Harrison died, 
was not a true Whig; but since he had left the Harrison cabinet es- 
sentially unchanged, no incompatibility was seen between him and the 
Whig leaders. Thomas Ewing, an ex-Senator from Ohio, was his 
Secretary of the Treasury; and following the Congressional request 
of the Whig leaders, Ewing prepared a report for a “Fiscal Bank” 
in which he declared that the proposed Bank should “be so selected 
or framed as to exert a salutary influence over the business and cur- 
rency of the country.” ©® 

The bill reported out by Congress called for a reserve requirement of 
at least 33 per cent specie to bills in circulation, while deposits were 
limited to 175 per cent of capital, and a total of primary deposits plus 
$20 million. Section sixteen provided a great deal of debate because 
it enabled Congress to establish a branch of the Bank in any state 
whether the state wanted such a branch or not. Nevertheless, the bill 
passed both houses only to be vetoed by Tyler. Not suspecting any 
underhandedness, Whig leaders in the House dressed up a dormant 
currency bill to include a “Fiscal Corporation” and rushed it through 
Congress. Presumably it conciliated in every degree possible with 
Tyler’s wishes, but he also vetoed this bill. 


57 See my “Independent Treasury and Monetary Policy Before the Civil War,” Southern 
Economic Journal, XXVII, No. 2 (October 1960), 92-103, for an evaluation of Treasury poli- 
cies in this period. 

58 See Macesich, “Sources of Monetary Disturbances.” 

59 Congressional Globe (Washington: Blair and Rives, 1841), “Report of the Secretary of 
the Treasury to the Special Session” (June 2, 1841), Appendix, p. 6. 

60 Thomas Hart Benton, Thirty Years’ View (New York: Appleton, 1854-56), II, 343-62. 
Tyler’s behavior seemed to be largely a function of his political ambitions. He was involved 
in a third party scheme made up largely of recalcitrant Virginians, but the movement died 
aborning after the bank bill vetoes. It seriously injured the political capital of the regular 
Whig party as well, so they lost heavily in the elections of 1842 and 1844. 
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The “Fiscal Bank” and “Fiscal Corporation” concepts were inter- 
esting additions to central banking development for two reasons. First, 
they passed both houses of Congress with clear majorities and would 
have given the country a bona fide central bank that would most 
probably have endured. Second, the debt-absorption principle was 
almost completely lacking. In its place was a new persuader: the new 
institution would exert counterpressure in international affairs to the 
assumed unfavorable actions of the Bank of England and other central 
banks. Henry Clay, after stating that the Fiscal Bank would provide 
a sound and uniform currency, revive trade and prevent abuses of 
local banks, used most of his time presenting the bank as an interna- 
tional force. He argued that: 





the concentration [of monetary powers] under the direction of one 
will, sole or collective, must augment that will. A nation, without such 
concentration of power, maintaining extensive commercial intercourse 
with another nation possessing it, must conduct that intercourse on a 
condition of inequality and disadvantage. National banks in other 
countries beget the necessity, therefore, of a National Bank in this 
country.®4 


After Clay had fired the opening salvo, most of the debate over the 
Fiscal Bank bill was carried on by its opponents. Silas Wright of New 
York answered Clay by saying that European states had also kings 
and emperors as well as national banks, and that the United States 
did not want these either. Wright clearly understood the arguments 
in favor of the Bank, and he did not question the efficacy of its powers; 
he only questioned whether it would exercise such powers benefi- 
cially.” Other Democrats showed the same sophistication and reserva- 
tion. Robert J. Walker, the man who was to be the next Democratic 
Secretary of the Treasury, believed that the central board in Washing- 
ton would “have the sovereign power to make prices high or low at 
pleasure,” and thus control the values of wages, property, imports, 
exports and government revenues.” John C. Calhoun observed: “The 
object of this bank is to regulate the currency—that is, to make it 
more or less—and as a consequence, to make prices more or less.” * 


61 Congressional Globe (27th Congress, 1st Session), p. 1. As might be fitting to the author 
of the American System, Clay continued with the nationalistic assertion that the country 
required “‘an American Bank, the creature of our will, subject to American authority, and 
animated by American interests, feelings and sympathies.” (Idid.) 

62 Jbid., p. 169. 

63 Tbid., p. 169. See also speeches by William Allen and Levi Woodbury, pp. 167-77. 

64 [bid. (his italics), p. 170. 
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In general, Democrats questioned the direction the Bank’s poli- 
cies might take. They remained skeptical of a privately owned organiza- 
tion operating in the public interest, as well they might; and they much 
preferred the Independent Treasury system lately repealed. Later in 
the session Wright read a resolution ostensibly from a public meeting 
of “citizens” in Petersburg, Virginia, but actually the handwork of 
General George C. Dromgoole, a prominent member of the House 
of Representatives of a few years back. The resolution stated that— 


Paper issued by authority of Congress, upon the credit of the United 
States, receivable in payment of dues to the Government, and redeem- 
able in gold and silver, would acquire more public confidence and 
obtain a wider circulation, would preserve a more equal value in every 
part of the United States, than would the issues of any corporation 
aggregate which could possibly be created.®* 


These citations afirmed the tenor of the Democratic position. Cen- 
tralized monetary policy was clearly recognized; it was not necessarily 
accepted as desirable; but one way or the other the Treasury could do 
the job more efficiently. The Whigs argued awkwardly and uncon- 
vincingly in favor of the Bank for relieving the depression, and their 
use of the Bank of England as a bogey man won them no support. 
Neither could the function of the Bank as a national debt repository 
be invoked, as the outstanding debt was again at a very low level. 

The Whig majority in the Senate was too small to override Tyler’s 
veto. In addition, the party faced the unhappy prospect of three more 
years under Tyler’s erratic and uncertain aegis. Perhaps in some spirit 
of reconciliation, Tyler had his new Secretary of the Treasury, Walter 
Forward of Pennsylvania, bring forth yet another national bank plan 
titled the “Board of Exchequer.” Forward’s thesis in support of this 
institution was important because for the first time it charged the gov- 
ernment with the duty of furnishing a paper money that would in- 
clude a countercyclical bias. The Board of Exchequer would further 
such a responsibility because it “. . . would furnish notes for disburse- 
ment and receive them for taxes. With these means, .. . it would 
retain its own credit; and that credit would be a fructifying and 
vivifying germe, amid general blight and barrenness.” * 

85 Ibid. (his italics), pp. 415-16. 

66 Upon receipt of the veto of the Fiscal Corporation bill, Tyler’s Whig cabinet resigned en 
masse. For the next three years Executive-Congressional liaison was practically nonexistent. 


67 “Report to Congress on a Board of Exchequer” (27th Congress, 2nd Session), Senate 
Document No. 18, p. 8. 
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Forward’s report also anticipated that the Board would have some 
control over the banking system; for “whenever a bank makes a loan, 
or a discount, by the issue of its bills, it adds so much to the circulating 
medium of the country. To such a system there must be some check.” * 
He confessed that he was “to some degree uncertain” of how note issues 
should be prescribed by the Bank, but he saw them converting “the 
most austere . .. duty of the Government, the collection of taxes, 
into the very means of sustaining the industry . . . by whom taxes 
are paid.” Unfortunately the Whigs in Congress had been com- 
pletely disillusioned by Tyler’s previous insolence and inconsistency, 
so the Board of Exechequer plan never came up for discussion. 

The Whigs obtained control of the government once more (1848) 
before the Civil War, but their majorities in Congress were so small 
that they did not again try to institute another national bank. The 
observer might have concluded that they had grudgingly accepted the 
Independent Treasury machine that the Democrats had working so 
efficiently. While the national debt was relatively small, or in the proc- 
ess of being reduced by means of fiscal surpluses, the Whigs kept their 
own institution backstage; but the bank panic and attending depression 
of 1857-1858 regenerated conservative favor for another bank. James 
Simmons, an old-time Whig, alleged that such a bank would be “en- 
tirely efficient to correct those disasters [bank panics] and get over 
them in the best possible manner,” and he defended the past policies of 
the Bank of England and the Bank of the United States.’® John Bell 
in the Senate said he would not argue for a national bank, but he 
believed that the Federal Government possessed the power to devise 
an institution that would regulate the currency “so as to prevent the 
recurrence of any serious monetary and commercial revulsion. . . . 
If the Government has no power to regulate the currency,” he con- 
cluded, “it fails in one of its great purposes.” “ 

The Whig-Republican attitude from the time of Walter Forward’s 
proposal for a Board of Exchequer contained the concept of counter- 
cyclical action by a national bank. As the government debt again 
began to accumulate in the late 1850’s, the Whig program regained 
its most persuasive lever. The Democrats, by way of contrast, had 
relied on issues of Treasury notes and their crisply aloof Independent 





88 [bid., p. 10. 

89 Tbid., p. 13. 

70 Congressional Globe (35th Congress, 1st Session), p. 69. 
71 [bid., p. §33. 
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Treasury. The majorities they had commanded prior to 1860 gave 
their policies dominance, but the slavery schism broke their power, 
and for the next fifty years the conservative position was to rule in 
monetary policy. Just as interesting as the conservative institution, how- 
ever, were the exceptions to such unilateralism provided by some of 
the more “radical” theories of the Democrats in efforts to mitigate the 
harsh realities of a monetary system tied to specie. 


RicHarp H. TimBerzake Jr., Florida State University 








The Development of a Credit System 
in Seventeenth-Century Japan 


A: the beginning of the seventeenth century, Japan was just emerg- 
ing from a long period of internal strife and was beginning to 
settle down under a centralized feudal system introduced by the newly 
established Tokugawa government. In the following period of peace, 
economic development was very rapid. Along with commercial devel- 
opment and the monetization of important sections of the economy, 
a system of credit institutions evolved, notably in Osaka, which by 
the end of the century was not inferior to those existing in Europe 
at that time. The financial innovations and developments of the first 
half of the century were systematized in the latter half, and the re- 
sulting credit system became an indispensable part of Japan’s economic 
life. In particular it played an important part in facilitating the spurt in 
Japan’s economic development which occurred roughly between 1690 
and 1740. 

This discussion is divided into three parts, dealing respectively with 
(I) the economic background, (II) early development up to 1662, 
and (III) the formative period from 1662 to 1695. The series of 
currency debasements and reforms which began in that year and their 
effects on the Japanese financial system lie beyond the scope of this 
article.’ 


Stimulated by the physical separation of consumption from produc- 
tion, the opening of foreign trade and the need to mobilize production 
for protracted local wars, commercial activity had been growing in 
volume, scope and complexity for a century before the beginning of 
the Tokugawa period in 1603. The emergence of a military upper class 
taking no part in production, the growth of towns, both around the 
strongholds of territorial rulers and at strategic points on major com- 


1 For recent discussions of these see Sakudé Yétard, Kinsei Nihon Kahei-shi [A History of 
the Currency of Early-modern Japan] (Tokyo: Kobundé, 1958), and Kobata Atsushi, Nihon 
no Kahei [The Currency of Japan] (Tokyo: Shibund6, 1958). 

342 


Seventeenth-Century Japan 343 





munication routes, created centers of consumption separated from pro- 
duction. At the same time these towns attracted numbers of more pros- 
perous landowners who had long been prominent in local commerce 
and industry. Quickly losing their links with the land, this new class 
of “townsmen” became active as wholesale merchants, and as official 
purveyors, contractors and often financial agents to territorial barons. 
The territorial barons for their part encouraged this commercial activity 
as a source of economic and strategic strength, and progressively swept 
aside obstacles to its development. The exclusive trading privileges of 
the medieval guilds (backed by the—by then—powerless aristocracy and 
religious bodies) were abolished in most of the major fiefs in the last 
quarter of the sixteenth century, and local barons (daimyo) asserted 
the right to grant freedom of entry to all markets in their territories. 
Soon, however, new groups of privileged merchants appeared which 
owed their position to close association with the territorial rulers. Un- 
der the Toyotomi hegemony (1585-1598) commerce was further stimu- 
lated by the growth of Osaka as a large consumption center and 
entrepot, standardization of weights and measures, expansion of foreign 
trade and the demands of the Korean wars (1591-1598). 

With the establishment of the Tokugawa government, commerce 
expanded rapidly, and Osaka became to an increasing extent the center 
of commercial activity. Although heavily damaged in the campaign of 
1615, Osaka recovered quickly with official encouragement,” and by 
the 1630’s was well established as the center of the growing commercial 
sector of Japanese economic life.’ 

Fairly well-defined patterns of trade developed, of which the most 
important were the flow of goods into Osaka and from Osaka to Edo 
(modern Tokyo). Goods, of which rice was the most important, flowed 
into Osaka from western, central and northern Japan.* Much of this 


2 The government went out of its way to restore Osaka both physically and commercially. 
Its direct administration by the central government from 1619 gave it great commercial 
advantages. See Osaka Ramshdé-sho Ikken [A Paper on the Beginnings of Osaka] and Osaka 
Sangéd Chéchi Ontoritate Shédenki [A Relation of the Favours bestowed on the Citizens of the 
Turee Wards of Osaka] (1780?). Both of these documents are printed in Osaka Shiyakusho 
[Osaka Municipal Government] (ed.), Osaka Shishi [History of Osaka City] (2nd ed.; Osaka: 
Osaka Shiyakusho, 1927), V, 1-28. 

3 Although large areas of the economy were still on a subsistence basis, and the peasant 
economy remained basically so for at least another century and a half, the commercial sector 
was already important for public finance (central and local) and for economic development 
in general. 

4 The high cost of overland transport of so bulky a commodity as rice made it preferable 
to send rice by sea from the northern provinces (Dewa, Mutsu) around the southern tip of 
Honshu to Osaka and thence to Edo. The problems of this (for those days) long sea haul 
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flow consisted of taxes in kind consigned by feudal lords to Osaka for 
conversion into cash. For this purpose, most daimyo maintained ware- 
houses and agents in Osaka.’ By no means all of the traffic into Osaka 
was of this nature, however. The products of commercial agriculture, 
fishing and rural handicraft industry also were sent from a wide hinter- 
land to Osaka wholesalers. Imports and exports through the port of 
Nagasaki were mainly channeled through Osaka, although there was 
a regular direct traffic between Kyushu and ports in northern Honshu. 

The development of regular large-scale trade over long distances 
made for more complex commercial organization and a multiplication 
of the hands through which goods passed before reaching the consumer. 
By the mid-seventeenth century the route was typically: producer—local 
wholesaler—shipper—receiving +warehouse—wholesaler—distributor— 
retailer—consumer. 

At the same time, specialization in trade became more and more 
minute. Goods were divided by commodity, origin and destination, 
and one wholesaler normally specialized in one or a few commodities 
from, or consigned to, one or a few localities. This specialization meant 
that most firms dealt with only a few suppliers and outlets, with whom 
they built up close and often long associations. Tendencies towards 
specialization and fixation of trading patterns were strengthened by 
severe limitation of foreign trade after the 1630’s, which made merchants 
all the more anxious to preserve their share of domestic markets. 
This anxiety found expression in the formation of trade associations 
(nakama, kabunakama) aimed largely at restraining competition and 
strengthening the mercantile position of members through combina- 
tion. The formation of these associations facilitated the emergence of 
credit relationships between people or firms habitually trading with 
one another, and this was reinforced by the principle of collective re- 
sponsibility which they adopted. As a result, the degree of trust between 
merchants was widely noted by contemporary writers.° 





were not finally settled until the 1670’s when Kawamura Zuiken organized regular sea 
routes right around the main island of Japan. See Arai Hakuseki (1657-1725?), Ou Kaiunki 
[Record of the Sea Transport of Mutsu and Dewa], in Takimoto Seiichi (ed.), Nihon Keizai 
Taiten [Collected Japanese Economic Writings] (Tokyo: Shishi Shuppan-sha; Keimeisha, 
1928-29), IV, 233-41. 

5 By 1626 there were 111 of these warehouses. See Dojima Kyuki [Records of Dédjima], 
in Kokusho Kankokai, [Association for the Publication of Japanese Books] (ed.), Tokugawa 
Jidai Shégyé Sésho [Collection of Writings on Tokugawa Period Commerce] (Tokyo: Kokusho 
Kankokai, 1913), II, 9. 

6 The novelist Ihara Saikaku wrote later in the century, “Though it be a matter of a 
thousand or ten thousand koku, once two parties have clapped hands over a deal neither 
Tetracts an inch from his promise.” Ihara Saikaku (trans. G. W. Sargent), The Japanese 
Family Storehouse (Cambridge: Cambridge University Press, 1959), p. 22. 
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In contrast to Osaka where, because of its position as a commercial 
entrepot, the bulk of transactions was between wholesalers and most 
purchases were for resale, the trade of Edo was typically retail trade. 
Sales within Edo were therefore mainly for cash,’ and credit relationships 
tended to arise not within Edo itself, but between Edo merchants and 
their suppliers in Osaka, Kyoto, and to a much lesser extent, other pro- 
duction centers. These external credit relationships were important in 
the development of remittance by bill of exchange. 

Until the early seventeenth century Japan’s supply of coinage was 
inadequate even for the predominantly subsistence economy of the 
time. No coins were minted from the tenth century to the end of the 
fifteenth century, and payments were made in unminted gold and 
silver (by weight) and copper coins imported from China.* Although 
135 types of gold coin were minted by warring barons to meet campaign 
expenses during the sixteenth century,’ a unified national coinage was 
achieved only in the 1630’s, when the Tokugawa government was finally 
able to gain general acceptance for the gold, silver and copper coins 
which it had issued in fairly large quantities." The gold unit was the 
standard 1 ryd piece (koban) officially valued at 4,000 copper coins or 
50 me of silver." Silver and copper were not, however, subsidiary coin- 


7 There seems to be little foundation for the idea that cash sales were an innovation by 
the Mitsui softgoods store in Edo when they hung out their famous sign which, freely 
translated, reads, “Cash sales mean lower prices.” Retail sales had always been for cash 
except for the supply of better quality goods to the upper classes by old-established ‘‘merchants 
by appointment.” Mitsui’s practice, followed by other “modern” drapery stores of the time, 
was successful in capturing this trade. See Mitsui Takasumi, “Edo Jidai ni okeru Tokushu 
Shégyd toshite no Gofukuya to Ryégaeya,” [Bankers and Drapers as a Special Type of 
Commerce in the Edo Period], Shakai Keizai Shigaku, Il, No. 9 (Dec. 1932), 57-61, and 
Nakada Yasunao, “Tenna Nenkan Shinkyi Shonin-sd no Kés6,” [The Struggle between Old 
and New Merchants during the Tenna Era], Nihon Rekishi, LXXI (May 1954), 21. 

8 These were the ‘“Eiraku-sen,” so called because most of them bore the name of the 
Chinese Ming Emperor Yung-lo (pronounced “Eiraku” by the Japanese). 

9See Nakamura Kéya, Genroku Kyého Jidai ni okeru Keizai Shisd no Kenkyi [A Study 
of Economic Thought in the Genroku-Kydho Period] (Tokyo: Kokumin Bunka Kenkyikai, 
1927), p. 426; and Delmer M. Brown, Money Economy in Medieval Japan (New Haven: Far 
Eastern Association, 1951). 

10 Particular difficulty was encountered in gaining acceptance for its copper coins. Edicts 
enjoining their use were issued in 1609 (twice), 1616, 1618 and 1625. See Osaka Rydgaesho 
Kumiai [Osaka Money Changers’ Association] (ed.), Rydgaeshé Enkakushi [A History of the 
Background of Money Changing], printed in Kuroha Hydjir6 (ed.), Osaka Shégyd Shiryéd 
Shisei [Collected Materials on the Commerce of Osaka] (Osaka: Osaka Shoka Daigaku Keizai 
Kenkyijo, 1934-40), III, 155 ff. These edicts were not effective, and it was only after 
further large issues in 1636 and the following years that the Tokugawa copper currency 
became the generally accepted standard. 

11 These ratios were fixed by the government in 1609. With the increased issue of copper 
coins, their value fell so far that in 1656 the government authorized transactions in copper 
coins at the market rate. This authorization was withdrawn in 1659, but the market value of 
copper coins continued to fall throughout the century. See Rydgaeshd Enkakushi, pp. 173-74. 
I me = 3.750 grams. 
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age. Gold, silver and copper were all equally standard legal tender. In 
practice, however, copper was the normal medium for small transac- 
tions, while gold was used for larger cash payments. Silver was still 
valued by weight and not by tale and was not widely used in day-to-day 
purchases. The monetary situation was complicated by the survival of 
some non-standard coins and by the adoption of gold as the unit of 
account in eastern Japan (of which Edo was the center), and of silver 
in the west (based on Osaka). 

The usual explanations for this difference point out that silver was 
mined in western Japan and gold in eastern Japan, and that silver 
currency was actually used in the west whereas gold and copper were 
used in the east.” This is not very convincing, particularly since the 
system persisted after silver had practically gone out of use as a medium 
of exchange. The silver system was a decimal system based on the 
decimal system of weights and was therefore very much more con- 
venient for accounting purposes. In the calculation of interest, commis- 
sions or discounts in particular, it possessed overwhelming advantages 
over the clumsy gold system. If, however, business consisted predomi- 
nantly of cash transactions in gold units, the keeping of accounts in silver 
units had the disadvantage of making it difficult to check cash in hand. 
This was the case in Edo, where retail trade predominated and almost 
all transactions were in cash. In Osaka, on the other hand, credit sales 
were far more common and settlement was made by setting off book 
credits or, later, by the use of checks expressed in silver. There were, 
therefore, fewer practical obstacles to the use of the far simpler silver 
accounting system, which had the added advantage of not being closely 
associated with a current coin which might be liable to debasement.” 

As we have seen, most transactions in Osaka were not settled im- 
mediately for cash. Settlement was made either periodically, usually 
once every two months, or a specified period after delivery of goods. 
In the meantime, liability to pay or right to receive these sums was 
recorded in the form of book credits and debits. This presupposes a 
fair degree of development of accounting techniques. 

12 The traditional arguments are marshalled by Miyamoto Mataji in his article under the 
heading ‘‘Kinzukai Ginzukai,” [Gold Usage and Silver Usage], in Keizaishi Kenkyukai [As- 
sociation for Economic History Research] (ed.), Nihon Keizaishi Jiten [Encyclopedia of 
Japanese Economic History] (Tokyo: Nihon Hyéron Shinsha, Compact ed., 1954), I, 386. 

13 This situation of multiple currencies and varying units of account, not necessarily related 
to any current coin, is basically no different from that which prevailed in Europe down to the 
end of the eighteenth century. Compare L. Einaudi, “The Theory of Imaginary Money from 


Charlemagne to the French Revolution,” in F. C. Lane and J. C. Riemersma (eds.), Enter- 
prise and Secular Change (London: Allen and Unwin, 1953), pp. 229-61. 
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From the beginning of the Tokugawa period merchants kept reason- 
ably complete business records.'* Records of purchases and sales, order 
and delivery books, cash books, receipt books, stock books, records of 
wages and salaries and operating expenses were regularly kept by 
larger firms. In addition, all credit transactions were recorded in a 
ledger-like book, usually known as the daifuku-cho or dai-cho. This 
important record usually opened with a record of capital accounts and 
frequently included notes of other than credit transactions. Practice was 
by no means uniform, and a formal system of double entry with 
amounts entered in columns was never used.” Nevertheless, in some 
cases at least, all the records necessary for a double entry system were 
available. No complete set of books is known to have survived from the 
seventeenth century,’° but annual financial statements which do survive 
indicate that these supporting records must have existed.’” 


II 


No organized credit “system” can be said to have existed before its 
establishment under the Junin Rydgae or “Big Ten” bankers, for 
which the first steps were taken in 1662. The first half of the century, 
however, saw the development of most of the essentials of such a sys- 
tem which only awaited organization. In particular this period saw 
the emergence of specialized bankers and a development from book 
credit to bills of various types. During the same period lending to 
daimyo and other members of the governing class, as well as to mer- 
chants, became prominent. 

Japanese bankers of the early seventeenth century came into banking 
business by three main routes. Money changers, merchant financiers 
and financiers of daimyo were all moving closer to banking business. 
This was particularly the case in Osaka, already the center of commercial 


14 According to Miyamoto Mataji’s article under the heading “Shogyd Chobo,” in Nihon 
Keizaishi Jiten, 1, 796-98. 

15 Principally because the universal use of the abacus, or counting frame, made it, for 
technical reasons, unnecessary to separate debit and credit items in columns. 

16 The records of the Mitsui Archives now preserved in the Historical Archives Division of 
the Japanese Ministry of Education (Mombushé Shiryoékan) form the most complete collection 
now available. This huge collection dating from the late seventeenth century could provide 
material for a fascinating study of Japanese accounting methods. 

17 Financial statements surviving from the seventeenth century consist of a_ balance 
sheet of assets and liabilities followed by a statement of income and expenditure. These are 
arranged so that closing net worth appears as the balance in each case. The annual statements 
(sanydchd) of Konoike Zenemon preserved in Konotke Shinden Kaisho (near Osaka) provide 
a good example. 
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life for merchants and feudal clans alike. In Osaka, banking business 
is said to have begun around the 1630’s.”* 

Money changers (rydgae) were an essential institution at a time when 
there were still many types of currency in circulation. Their work was 
to value and exchange coins for a small commission, and their profit 
was made on a gap between buying and selling rates for gold as against 
silver or copper. In these early days this gap was about one third of 1 
per cent. In addition, they charged a commission of about one third 
of 1 per cent.’® Although the government published official gold/silver 
and gold/copper exchange rates, it does not appear to have been pre- 
pared to buy or sell gold in sufficient quantities to maintain these rates in 
the market, and the market rates varied from day to day, silver showing a 
general tendency to rise somewhat between 1636 and 1694. Since in one 
of the two major centers (Osaka) business was done in terms of silver 
and in the other (Edo) in terms of gold, the rate of exchange between 
the two was very important. In the 1650’s representatives of the leading 
money changers of Osaka met in K6raibashi Street each morning to 
determine the market rate for the day,” and from 1662 this procedure 
was officially recognized. Although time transactions in gold were 
forbidden until after the middle of the eighteenth century, they seem 
to have been a regular practice in Osaka as early as the middle of the 
seventeenth century, and forward transactions on margins were a 
significant factor in the market before 1660.” 

Substantial money changers appeared in Edo after the establishment 
of the Tokugawa mint there in 1595, and until the 1650’s they operated 
within a small area around the mint in Nihombashi. In addition to their 
ordinary functions, the leading money changers of Edo formed close 
connections with the government and acted as its agents for the receipt, 
inspection and remittance of government revenues.” 

Money changers in Edo, Osaka and Kyoto” were accepting deposits 


18 See Sakud6 Yétard, “Kinsei Shinyd Taikei to Keizai Hatten no Mondai,” [The Problem 
of the Credit System and the Economic Development during the Shogunate Period], Osaka 
Daigaku Keizaigaku, VII, No. 3 (Nov. 1957), 64-103. 

19 See Matsuyoshi Sadao, Nikon Rydgaeshéd Kinyishi-ron [A History of Japanese Money 
Changer Finance] (Tokyo: Bungei Shunju-sha, 1932), pp. 85-87. 

20 See Rydgaeshé Kyuki [Records of the Money Changers], in Osaka Shogy6 Shiryé Shasei, 
IV, 157-58. 

21See Rydgaeshd Kyiki, p. 158, and Rydgaeshé Enkakushi, p. 178. 

22 See Matsuyoshi, Nikon Rydgaeshé Kinyushi-ron, p. 12, and Honjo Eijiré, Nihon Keizaishi 
Gaisetsu [An Outline Economic History of Japan] (rev. ed.; Tokyo: Nihon Hyéron-sha, 
1940), p. 262. 

23 For a description of some early money changers in Kyoto (written about 1727), see 
Mitsui Takafusa (trans. E. S. Crawcour), “A Record of Observations on Merchants,” Transac- 
tions of the Asiatic Society of Japan, 3rd Series, VIII (1961). 
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and making loans in the 1640’s and probably considerably earlier.** No 
interest was paid on deposits which were held for the convenience of the 
depositor. Advances were made at interest rates of around 15 per cent.” 
Although smaller money changers and most of the Edo money changers 
did not develop far from their original function, a number of the lead- 
ing ones, particularly in Osaka, were well on the way to becoming 
bankers by the 1660’s. 

The wholesale merchants (tonya, toiya) of Osaka and Kyoto came 
into financial work through their practice of making advances to their 
suppliers and selling on credit. The wholesalers of Osaka in particular 
regularly advanced part of the value of goods consigned to them. Some- 
times these advances were made in the form of bills, sometimes in the 
form of materials. Where the producers were fairly close to Osaka, the 
advances were made directly to them. Where they were further away, 
the advances were usually channeled through an intermediary, for 
example, through a shipper. These advances were made both when 
the wholesaler bought on his own account for resale and when he sold 
goods on commission. Interest was normally charged on advances, and 
the advance and interest were recouped when the goods were sold. 
Whereas the wholesaler paid over part of the price of the goods before 
taking delivery, his sales were usually made on thirty-day or sixty-day 
bills. 

At any time, therefore, these wholesalers were lending substantial 
amounts, and the lending side of their business tended to become more 
important as their capital increased. Eventually many of them did noth- 
ing else, some becoming full-fledged bankers, but some retaining the 
title of wholesaler while being in fact specialized financial organs for 
an industry or group of industries. Some, like Mitsui, were able to dove- 
tail trading and financial operations, since their large-scale purchases in 
Kyoto and Osaka and sales in Edo enabled them to provide exchange 
facilities between these centers. 

The Osaka commercial and financial agents of the feudal clans have 
already been mentioned. Though not necessarily financiers originally, 
they all became so through this work. 

The reception, handling, storage and disposal of rice and other income 





24 The money changer Tenndjiya Gohei began business in 1628. Within thirty-five years 
he was the leading banker of Osaka. See Miyamoto Mataji, “Osaka no Shégy6 to Kurayashiki,” 
[The Kurayashiki and the Commerce of Osaka], in Honjé Eijiré (ed.), Kinsei no Osaka 
[Osaka in the Early Modern Period] (Osaka: Kansai Keizai Déyikai, 1959), p. 143. 

25 See Mitsui Takafusa, ‘““A Record of Observations on Merchants,” and Nakada Yasunao, 
“Shoki Mitsui no Kinyiigyd no Jittai,’” Nihon Rekishi, XCVIII (Aug. 1956), 4-5, and the 
records of Kénoike Shinden Kaisho. 
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in kind of the feudal clans (Aan) was handled by the kuramoto who, 


by the middle of the century, were normally merchants.”* In the early 
days rice was sold by tender from the daimyos’ warehouses to selected 
rice brokers, and in the 1640’s, and for some time thereafter, a good deal 
of it passed through Yodoya, whose rice-broking business became the 
forerunner of the rice exchange.” On paying for the rice, the successful 
bidder was given a receipt which he then exchanged for a delivery order. 
Rice was supposed to be taken out of the warehouse within a specified 
time, but this was not always done, and the delivery orders were traded 
freely. These warehouse delivery orders (komegitte, kura azukari 
tegata) circulated so well that kuramoto could safely issue more than 
were covered by rice in store. Further credit was created by sales of rice 
for future delivery against a deposit, usually of one third. An ordinance 
against this practice issued in 1654 seems to have been ignored.” There 
soon grew up a speculative market in these delivery orders or “rice bills” 
which became very active towards the end of the century. 

The job of the kakeya or financial agent was to receive payment for 
sales from the warehouse and to remit the proceeds to the daimyo’s 
clan as required. These funds were normally left on deposit with the 
kakeya free of interest until required and were used by him in his 
business. In addition, the kuramoto or kakeya (both offices were fre- 
quently held by the same person) at an early stage began to make 
interest-bearing advances to daimyo on the security of the next rice crop 
and in this way became large-scale lenders. Interest rates appear to have 
been about average for those days (12-15 per cent per annum),” but 
miscellaneous charges and accumulated debts made the total interest 
burden heavy. Proceeds of sales from the warehouses were usually di- 
vided into three parts, of which one part was remitted to Edo to defray 
expenses there, one part was sent to the fief itself, and the remaining 
part held in Osaka. 





26 Dojima Kyaki, p. 27. 

27 See Dédjima Kyiki, p. 27. 

28 This ordinance which is printed in Osaka Shishi, Il, 47, forbids the sale of rice on 
one-third deposit. It mentions that rice tickets passed through up to ten hands in a day. 
Similar restrictions on trade in rice bills were promulgated repeatedly in the following years. 
See Ordinances of 1660, 1661 and 1663 printed in Osaka Shishi, lll, 67, 68, 72-73. 

29 See Nakada Yasunao, “Shoki Mitsui no Kinyigy6 no Jittai,” and Kénoike Zenemon 
Sanyocho. There has been some divergence of opinion about these rates. See Koda Shigetomo, 
Nihon Keizaishi Kenkya [Studies in Japanese Economic History] (Tokyo: Ookayama Shoten, 
1928), p. 511, and Nomura Kanetaré, “Daimydgashi ni Tsuite,” Mita Gakkai Zasshi, XXIX, 
No. 2 (Feb. 1935), 170. Preliminary analysis of loan documents currently available at the 
University of Osaka indicates that rates for loans to daimyo were, if anything, slightly higher 
than for loans to merchants. Material for the seventeenth century is, however, scanty. 





— —_—_ OOo — ee 


Sse STS Oe 





Seventeenth-Century Japan 351 





The step from book credit to the issue of credit notes or bills of various 
types is not a very great one. A bill is, after all, essentially not much 
different from an extract of a ledger on a separate sheet of paper. If any 
advantage can be gained by making such extracts, there should be no 
difficulty in making them. Advantages for Osaka merchants were ease 
of settlement and expansion of money supply to an extent dependent 
on the negotiability of the notes or bills. Special conditions in Osaka 
made these two advantages particularly important. We have already 
noticed the practice of settling periodically on specific settling days. 
This meant that while cash was relatively idle for most of the time, it 
was very likely inadequate on settling days. The silver in which accounts 
were kept in Osaka was certainly insufficient to provide means of settle- 
ment, and settlement in cash therefore involved conversion into gold 
at fluctuating rates of exchange. The need to weigh silver for each 
transaction paid in actual silver and the difficulty of detecting counter- 
feit coins added to the inconvenience. The convenience of the silver 
accounting system was therefore in danger of being outweighed unless 
some means were available for overcoming these difficulties associated 
with settlement and currency. 

The means were first provided by the expanded activities of the 
finance houses, particularly of the money changers. The first recorded 
issue of notes was in 1617, when silver notes were issued in connection 
with the construction of the Edobori canal. They were probably issued 
either by the contractors or their agents and carried the inscription, 
“Sesshu Osaka Edoborikawa silver note. Everyone can use it. It is an 
everlasting treasure.” *° There is, however, no evidence that they were 
widely used or that they were in circulation for any length of time. 
In form they resembled the convertible paper currency later issued 
by Aan governments, rather than ¢egata or notes issued by merchants 
and bankers. 

The first commerical bills to enjoy a reasonably wide circulation were 
the rice delivery orders already described. At about the same time, the 
use of notes or commercial bills by merchants was encouraged by a 
government order of 1648 stating that legal claims for payment for 
goods would not be heard unless supported by documents made at the 
time of the transaction. These documents were not to be rough memo- 
randa but proper bills (tegata).** 


30 Osaka Shishi, I, 122. 
31 Osaka Shishi, Wl, 17. 
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It was not until the emergence of something approaching banking 
that bills became widely negotiable and came into general use. We have 
already seen that money changers first began to offer regular banking 
facilities about the 1630's. Foremost among these early bankers was 
Tenndjiya Gohei. Notes issued by him from around 1640 seem to have 
been the first to enjoy wide acceptance.” These notes were probably 
deposit receipts (azukari tegata).** If so, they would hardly amount to 
the great innovation which they were later regarded as having been, 
since any money changer accepting deposits might have been expected 
to issue a receipt.** Although none of his early notes now survive, it 
seems likely that his innovation was to issue deposit receipts in con- 
veniently small denominations, and this may well have accounted for 
their immediate popularity. At all events they were widely current by 
the 1650’s, and his practice was soon copied by other money changers.*° 
Tenndjiya formed an association with two of them—Kohashiya *° 
Jotoku and Kagiya Rokubei—and with the advantages which this as- 
sociation provided, bills circulated even more widely.*” By 1660 the 
economic life of Osaka had come to revolve around the new-style money 
changers.** Although similar practices were adopted by Edo money 
changers at about the same time or soon after, they did not catch on 
and notes never circulated widely there.” 


32 See Rydgaeshéd Enkakushi, p. 9. The tradition that he got the idea of issuing notes from 
reading about the practice of Aoto Saemoni Fujitsuna, a minister of the Kamakura govern- 
ment in the thirteenth century, seems rather doubtful. Bills of exchange were used in those 
days, but so far as I know there is no evidence of the circulation of negotiable deposit receipts 
at that time. The story may have been circulated to give Tenndjiya’s bills added prestige. 

33 See Sakud6 Yotar6, Kinsei Shinyd Taikei to Keizai Hatten no Mondai,” p. 93. 

34 Rydgaesh6 Enkakushi, Dojima Kytiki (already cited), and Shdji Kanshii Mommoku 
narabi ni Hotd Shoan [Draft Questionnaire and Replies on Commercial Usages] (printed in 
Osaka Shishi, V, 471-526), in crediting Tenndjiya Gohei with the invention of bills (tegata), 
all say that he was the only money changer (“rydgaesho”) in Osaka at the time. Since there 
were then dozens of money changers in Osaka as well as in Kyoto, Edo and other places, 
this statement cannot be taken at face value. He was, however, the only member of the later 
Big Ten who was in the money-changing business at that time. 

35 See Rydgaeshé Enkakushi, p. 9. 

36 This is the usual reading of this name. In the index to Osaka Shégyé Shiryd Shiasei, Ml, 
however, it is listed under ‘“O,” indicating a possible reading of “Ohashiya.” 

37 See Rydgaeshé Enkakushi, p. 9. 

38 See Sakud6 Yétard, “Kinsei Shinyd Taikei to Keizai Hatten no Mondai,” p. 79. 

39 See Mitsui Takasumi, Rydgae Nendaiki—Gempen [Annals of the Money Changers— 
Text] (Tokyo: Iwanami Shoten, 1932), p. 10, and Mitsui Takasumi, Shinké Rydgae Nendaiki 
Kanken [Key to the Annals of the Money Changers] (Tokyo: Iwanami Shoten, 1933), I, 221. 
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Ill 


Despite the early success of Tenndjiya Gohei’s notes, it was only after 
the organization of the Osaka bankers into a regular credit system that 
the use of notes became general and eventually almost universal in that 
city.” 

The first steps towards setting up something like an organized banking 
system in Japan were taken at Osaka in 1662. In that year the Eastern 
Town Magistrate of Osaka, Lord Ishimaru of Iwami, officially appointed 
the city’s leading money changer, Tenndjiya Gohei, and two other 
substantial money changers of that time, his associates Kagiya Rokubei 
and Kohashiya Jotoku, to supervise the Osaka money market and to 
buy up gold coins on behalf of the government.” Soon afterwards their 
number increased to six, and in 1670 a group of ten leading Osaka 
financiers was officially commissioned to take responsibility for the 
proper operation of the money market and to act for the government 
when required.*” These ten were permitted to wear two swords and 
were exempted from ordinary civic duties. Although its numbers later 
varied, this controlling group was always known as the “Ten Money 
Changers” (Jénin Rydgae). Its members were all leading commercial 
and financial agents of the feudal clans. Under the control of these ten, 
the remaining bankers (honrydgae) were organized in twenty-two 
groups roughly on a geographical basis.** 

This organization had the effect of greatly strengthening the credit 
of Osaka bankers and facilitating the use of bills, but it is very doubtful 
whether these were the principal objects of the Town Magistrate who 
introduced it. It would seem to have been part of a wider policy of 
bringing order into the city’s commercial life in general. The main 
objects of this policy were to provide channels for official control and 
means for settling commercial disputes before they reached a magis- 
trate’s court. A number of trades were organized in this way between 


40 By the end of the Tokugawa period (mid-nineteenth century), 99 per cent of Osaka’s 
transactions were made by bill according to Sakud6 Y6tard, “‘Kinsei ni okeru Kawase Tegata 
no Hattatsu,” [The Development of the Bill of Exchange in the Tokugawa Period], Osaka 
Daigaku Keizaigaku, VI, No. 1 (Apr. 1958), 97. 

41 See Rydgaesho Enkakushi, p. 9. 

42 See Osaka Shégyd Shikan-roku [Record of the Commercial Usages of Osaka], in Osaka 
Shogyd Shiryd Shisei, 1, 228. The original ten were Tenndjiya Sakubei, Tenndjiya Gohei, 
Hondaya Yaemon, Shinya Mokuzaemon, Kénoikeya Kiemon, Izumiya Heibei, Shinya Kuroe- 
mon, Kagiya Rokubei, Sukematsuya Rihei and Sakamotoya Shdézaburo. (Osaka Shishi, 1, 400.) 
It is not clear why Kohashiya dropped out. 

43 See Osaka Shishi, 1, 400-1. 
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1630 and 1660 including land transport (1620), shipping (1636), pawn- 
brokers (1642), scrap metal dealers (1645), secondhand dealers (1645) 
and timber merchants (1654).** As this list suggests, official interest 
was centered on trades which had a close connection either with govern- 
ment works (for example, shipping, timber) or police supervision 
(for example, pawnbrokers, secondhand dealers). The steady flow 
of ordinances issued by the Osaka Town Magistrates on the subjects 
of the currency and the gold/silver market ** indicates that their 
main concern was in exercising control in this field rather than pro- 
moting the circulation of bills of which they were officially suspicious. 

The Big Ten collectively possessed some of the characteristics of a 
central bank. They handled government business, exercised some con- 
trol over the gold/silver market, held the final reserves of the banking 
system and acted as lenders of last resort. No one could open a banking 
business without first obtaining their approval and agreeing to observe 
their regulations.*® 

The bankers who made up the twenty-two groups probably num- 
bered about 150.*" The largest, like the Big Ten, dealt mainly with 
government and the feudal clans. The remainder did most of their 
business with merchants, usually wholesale merchants. Merchants 
normally kept the bulk of their funds on deposit with a banker. The 
smaller bankers came to an arrangement with a larger colleague under 
which they kept their funds on deposit there, and in return were given 
an assurance that overdrawing up to an agreed limit would be per- 
mitted in case of a run of withdrawals. This arrangement was repeated 
up the scale until each of the biggest bankers had a chain of smaller 
bankers directly or indirectly under his aegis.** 

Outside of this organization of honrydgae there were three other 
groups in Osaka. The Zeni-ryégae were merely money changers and 
were very numerous. The Minami-rydgae were also money changers 
but also accepted deposits and made loans on a comparatively small 
scale. They received their name from their location (“minami” means 


44 See Osaka Shogyd Shukan-roku, pp. 14, 15, 231, and Shohotsu Gonjé séré Chomen no 
Utsushi [Copy of a Booklet setting forth Origins] (1753), in Osaka Shishi, V, 18-28. 

45 See O-fure oyobi Kotatsu [Ordinances and Proclamations], in Osaka Shishi, Tl. 

46 See Osaka Sekiji no Shinyé Seido [Osaka’s Credit System of Former Times], in Osaka 
Shishi, V, 550. 

471 can find no record of the actual number at this time. At the very end of the century 
there were 155 (see Naniwa Maru, referred to in Osaka Shishi, 1, 541). By the end of the 
Tokugawa period the number had fallen to 120 (see Osaka Sekiji no Shinyé Seido, p. 528). 

48 See Osaka Shishi, 1, 401. 
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“south”) and formed a separate group. They did not have financial deal- 
ings with the honrydgae. The third group consisted of ryégae catering 
specifically to the financial needs of the rice market. They were known 
as “Komegata rydgae” (“Rice money changers”) or, rather slightingly, 
“Yarikuri ryogae” (roughly, “Ways and means money changers”) and 
became particularly active about 1670 in providing short-term finance 
for both spot and time transactions in rice and rice bills.” 

Although detailed contemporary descriptions of the operation of the 
Osaka banking system are available from about the last quarter of the 
eighteenth century, it is much harder to find accurate information about 
practices in the seventeenth century. The outlines, however, appear 
fairly clear. 

In general, the business of the honrydgae (hereinafter called “bank- 
ers”) was to accept deposits, issue notes and bills, make advances, ar- 
range remittances and make transactions in gold and silver. The follow- 
ing description refers to a period roughly around 1680.” 

Deposits were not accepted indiscriminately. For a merchant, an ac- 
count with a banker was a valuable privilege, since it vastly increased 
his credit and opened the way to obtaining advances on relatively 
favorable terms when required. Having satisfied a banker as to his 
credit standing, a merchant deposited the greater part of his liquid 
capital, both cash and bills. Deposits were normally current deposits 
and did not bear interest. 

The client could use these deposits in any of three ways. First, he could 
obtain deposit notes (azukari tegata) issued by the banker which he 
could then use for current payments. These were available from the 
banker in any denominations requested by the depositor and were equiv- 
alent to convertible bank notes. They circulated freely and did not 
require endorsement. If, for any reason, the banker failed to convert 
the note, the loss was borne by the holder at the time. 

Second, the depositor could draw a “withdrawal note” (furidashi 
tegata) which was the equivalent of a check. These could be drawn by 
the depositor to the amount of his deposit or to a higher amount up to 
an overdraft limit agreed with the banker. The checks circulated quite 
freely and were endorsed by each holder in turn. If a check was refused 
because of lack of funds, the bearer could claim from the previous en- 

49 See Dojima Kyuki, pp. 52 ff. and Osaka Shégyd Shikan-roku, pp. 228-30. 

50 The following description is based on Osaka Sekiji no Shinyé Seido, Ryégaeshé Enkakushi 
and Osaka Shégyé Shiikan-roku (already cited); Kyiji no Rydgae Seido [The Money Changer 


System of the Old Days], in Osaka Shégy6 Shiryé Shisei; Matsuyoshi Sadao, Nihon Rydgaeshd 
Kinyashi-ron and Sakud6 Yétaré, “Kinsei Shiny6 Taikei to Keizai Hatten no Mondai.” 
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dorser until it finally came back to the drawer. If, on the other hand, 
payment was refused because, for example, of bankruptcy of the banker, 
and the drawer did in fact have an adequate credit with the banker, 
the loss was borne by the bearer. 

Third, the depositor could withdraw directly in cash, but this appears 
to have become progressively rarer, and after the debasement of the 
currency at the end of the century became quite exceptional. In “cash- 
ing” notes or checks, the banker may originally have paid in actual cash. 
By about the 1670's, however, this had become rare and in “cashing” 
notes or checks, the banker normally exchanged them for a bill drawn 
by him on his “parent” bank. 

Bankers’ advances were made in the form of overdrafts without secu- 
rity to trusted clients. No special loan documents were drawn up for 
current overdrafts. They were also made on the security of real estate 
or of goods in store or in transit against warehouse receipts or the 
equivalent of bills of lading. Interest on these advances was reckoned 
at a daily rate which varied widely depending on the credit standing 
of the client and the type of security offered. About I.2 per cent per 
month seems to have been a typical rate. 

A client who obtained an advance to buy goods could then obtain a 
further loan on the security of the goods. If loans were made up to two 
thirds of the value of the goods, he could by repeating the process 
theoretically borrow up to three times the original advance. 

In making short-term advances, bankers to some extent made use of 
deposits. Some bankers claimed that no more than 10 per cent of de- 
posits were re-lent in this way, but this figure cannot be accepted with- 
out question. The actual ratio was a carefully guarded secret and was 
probably much higher.” Since by the 1670’s it was rare for any of these 
advances to be withdrawn in cash, the whole of the advance was added 
to the deposits in the banking system as a whole. If, therefore, all bank- 
ers made it a practice to lend up to two thirds of their deposits, the 
total creation of credit in the banking system would approach three 
times the original deposits.°* Longer-term investments in, for example, 
land reclamation, mining, or loans to feudal lords were supposed to be 
made out of the bankers’ own capital, and for the bigger bankers it 


51In 1676 advances made by Kénoike Zenemon, one of the Big Ten, were about two and 
a half times his net worth and about one and a half times deposits plus cash holdings. In 
1680, advances were one and a half times net worth and about two and three-quarter times 
deposits plus cash. See Kénoike Zenemon Sanyocho. 

52 Towards the end of the Tokugawa period, notes issued for sixty to seventy thousand 
ryO were often backed by no more than ten thousand ryd. See Rydgaeshd Enkakushi, p. 120. 
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was the return from these, plus stipends received from daimyo which 
provided their major sources of income. 

Forward dated bills (nobe tegata) and promissory notes (yakusoku 
tegata) were used, but, according to Miyamoto, bankers did not offer 
discounting facilities. In practice, a client depositing a time bill would 
probably have been allowed to overdraw a proportion of its value and 
this would have been an adequate substitute for specific discounting 
facilities. If, moreover, most time bills fell due together on fixed settling 
days, there would probably be little demand for discounting before 
maturity. 

Interbank settlement was effected through the chain of parent-bank 
relationships. This chain could contain as many as seven or eight links. 
No precise description of this mechanism is available for the seventeenth 
century.” 

During the whole of the Tokugawa period there was a heavy flow 
of goods from Osaka to Edo and an almost equally heavy flow of govern- 
ment and han (feudal) revenues in the same direction. It was therefore 
possible to avoid the cost, inconvenience and danger of transporting cash 
between the two centers by setting off payments for goods from Edo 
to Osaka against revenues to be sent from Osaka to Edo. 

This procedure was adopted whenever the opportunity presented itself 
as early as the 1620’s.” It became common, however, only after the 
emergence of a regular gold/silver exchange at KGraibashi, Osaka, 
where bills drawn on Edo merchants also could be bought and sold.” 
The setting off of commercial payments due from Edo against remit- 
tances of feudal revenues was known as “Edo exchange” (Edo kawase) 
and the procedure was as follows. 

To remit money from Osaka to Edo, an Osaka banker—usually the 
kakeya or financial agent of a han, remitting han revenues—bought 
bills drawn by Osaka merchants on their Edo customers. He then 
forwarded to the Aan offices in Edo an order on an Edo banker with 
whom he had an account. At the same time he sent to his Edo banker 
the bills drawn on Edo merchants as well as a covering note directing 





53 Miyamoto Mataji, Osaka Chonin-ron [The Osaka Merchant] (Kyoto: Minerva Shobo, 
1959), P. 20. 

54 A rather obscure description of the system of settlement in the nineteenth century is given 
in Osaka Sekiji no Shinyé Seido, pp. 535-36. 

55 See Sakudd Yotard, “Kinsei ni okeru Kawase Tegata no Hattatsu,” p. 104. Bills of ex- 
change were used from the fourteenth century. See D. M. Brown, Money Economy in Medieval 
Japan, p. 45, and Kurusu Takeo, Nihon Kiny# Seido Hattatsu no Kenkyu [A study of the 
Development of the Japanese Financial System] (Tokyo: Keimeisha, 1929), pp. 173-75. 

56 This was probably established in the 1660's, according to Osaka Shishi, 1, 400. 
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him to pay the proceeds to the han offices. Thus, through the agency of 
the Osaka and Edo bankers, the an wishing to remit to Edo in effect 
paid a merchant in Osaka and collected from that merchant’s debtors 
in Edo. For this service the Osaka banker charged a commission of 1 
or 2 per cent. Statements of account were exchanged between the Osaka 
and Edo bankers five times a year.” Since most of the debts of Edo 
merchants to Osaka merchants were settled in this way, remittances 
from Edo to Osaka (kamigata kawase) were comparatively rare and 
could only be arranged if an Edo banker happened to hold a bill drawn 
on Osaka. 

A system similar to the Edo kawase was officially authorized for the 
remittance of central government revenues in 1691. Early in that year a 
group of ten influential bankers operating in Edo, Osaka and Kyoto 
was commissioned to accept government funds for remittance. A few 
days later two members of the Mitsui firm were similarly authorized.” 
Accepting government funds in Osaka or Kyoto, these official exchange 
bankers bought bills drawn on Edo from Osaka merchants and collect- 
ing the proceeds in Edo paid them into the government treasury there. 
Three documents were involved. A “main bill” (hon-tegata) was drawn 
by the Osaka merchant on his Edo banker stating that he had received 
a sum of government money from, say, Mitsui in Osaka and ordering 
the Edo banker to pay it to Mitsui in Edo. An “advice note” (oki-tegata ) 
was at the same time forwarded by the Osaka merchant to Mitsui in 
Edo advising them that he had received payment in Osaka and that 
his Edo banker would pay Mitsui, or, in case of default by the Edo 
banker, that he would himself assume responsibility for immediate 
payment. This advice was accompanied by a “supporting bill” (soe- 
tegata) stating his security for performance of these obligations and 
guaranteed by his local alderman (machidoshiyori)."° No commission 
was paid by the government on this business, but as at least sixty days 
were allowed between receipt of the funds in Osaka and payment in 
Edo, their interest-free use for that period was a very valuable concession. 

Since payments were expressed in silver in Osaka and in gold in Edo, 
a remittance between the two centers involved a gold/silver transaction. 


57 See Sakud6 Y6tard, “Kinsei ni okeru Kawase Tegata no Hattatsu,” pp. 104-5. 

58 There is no evidence to support the claim that the Mitsuis invented this system. The 
mechanism was basically no different from the Edo kawase system which had been in opera- 
tion for some time. Although the Mitsui group later got the bulk of this business, they were 
not among the ten originally commissioned. See Matsuyoshi, Nihon Rydgae Kinyushi-ron, pp. 
230-33. 

59 See Sakud6 Yotard, “Kinsei ni okeru Kawase Tegata no Hattatsu,” pp. 101-2. 
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Payment for goods imported from Osaka into Edo involved a sale of 
gold and a purchase of silver, while remittances from Osaka to Edo 
required an opposite transaction. The great bulk of these monetary 
transactions took place on the Osaka gold/silver market, and demand 
for and supply of gold and silver coin and bills there produced a rate of 
exchange between the two analogous to an international rate of ex- 
change between the currencies of two countries. If imports into Edo 
from Osaka exceeded remittances of revenues from Osaka to Edo, the 
balance of payments was unfavorable to Edo and the price of gold fell 
in terms of silver. Thus an expansionist financial policy in Edo would 
tend to lower the price of gold, and retrenchment there would tend 
to raise it. Although this was not the only mechanism operating on the 
gold/silver exchange rate—production and exports of precious metals 
and changes in price structure no doubt had some significance—it 
must certainly have been the most important. This mechanism tended 
to be more or less in equilibrium until currency devaluations at the 
end of the century. Short-term fluctuations in the exchange tended 
to be minimized by time transactions, and a longer-run tendency for 
Edo imports to exceed government and feudal revenues remitted 
to Edo was largely balanced by silver loans from the Osaka banking 
system. It is significant that the operation of the system was largely 
controlled by a small group of about twenty of the leading merchant 
bankers of the time. 

Changes in the relative values of gold, silver and copper affected 
different classes of society in different ways. A rise in the value of silver, 
for example, benefited Osaka merchants and daimyo transmitting their 
incomes to Edo. Daimyo with heavy debt and interest commitments in 
silver, however, might well have found that a rise in the price of silver 
was a net disadvantage. The average run of samurai gained from an 
increase in the value of gold, since at least part of their incomes were 
received in that form. Edo merchants benefited from a high gold price 
relative to silver, while the ordinary man in the street who dealt mainly 
in copper was liable to suffer from a fall in the value of copper coin. 
These effects might be expected to have been reduced by commodity 
price changes. A fall in the value of gold should, for example, have been 
accompanied by price rises in Edo, although there may well have been 
some lag. 

Unfortunately, insufficient statistical material is now available on 
prices, incomes and the way in which incomes were spent to make pos- 
sible a quantitative analysis of these effects in the seventeenth century. 
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Neither is it possible to assess quantitatively the relation of the credit 
system and money market to such factors as the price of rice, govern- 
ment financial policy, foreign trade or increasing indebtedness of the 
han. The above description of the system and the way in which it 
developed should, however, provide a basis for an understanding of 
these matters in general qualitative terms as well as an interesting com- 
parison with similar institutions in more familiar areas. 


SypNEy Crawcovr, Australian National University (Canberra) 








Review Articles and Notes 


Historical Statistics of the United States, Colonial Times to 1957. U. S. 
Buearu of the Census. Washington, D. C., 1960. Pp. xi, 789. $6.00. 


This monumental volume is, in a very real sense, a result of fifteen years 
of work. It is the culmination, though let it be hoped not the termination, of 
a sequel of events beginning in 1945 with an intensive investigation and 
preparation of data by the Bureau of the Census with the co-operation 
of a committee appointed by the Social Science Research Council. There 
resulted in 1949 the volume Historical Statistics of the United States 1789- 
1945, a review and appraisal of that volume by a committee of the Economic 
History Association leading to a report to the Bureau of the Census in 1952, 
and the preparation of the present revised and much enlarged volume by 
the Bureau of the Census with the collaboration of an advisory committee 
of the Social Science Research Council. It must in all represent a collaboration 
and participation of a larger number of professional social scientists than any 
single volume hitherto. 

The objective of the volume, like that of its predecessor, is “to provide a 
convenient reference source [for historical data in the social sciences], which 
has two functions, collecting and referring” (p. x). The first function is 
achieved by presenting data in time series form, the second by text annota- 
tions. The data are primarily annual or for census dates. 

The book contains approximately 450 pages—large in size and set in small 
type—of tabular data comprising about 8,000 series, and 300 pages of de- 
scriptive text. The data are, in the main, though with exceptions, national 
aggregates. In its content the new and expanded volume contains a large 
chapter on social statistics and sections on climate and on elections and poli- 
tics. Its twenty-four chapters, however, are devoted principally to demographic 
and economic data, of which nearly all areas are covered to some degree. The 
monthly series of the previous volume have been dropped. 

Needless to say the volume is a mine of information. Its very great benefits 
for many people may be taken for granted. In trying to judge the volume in 
terms of an ideal achievement of objectives I select criteria of three sorts. 
The first set of criteria is for evaluation of the quantitative series chosen. The 
second set is for consideration of the accompanying text. The third, more 
important with this volume than most, relates to the arrangement and physical 
makeup of the book. 

With regard to the selection of data, owing to limits imposed by space 
(and cost and effort), the data chosen are limited to “those regarded as of 


major importance in each field” (p. xi). A possible and reasonable definition 
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of “major importance” for a volume such as this one might be judged by the 
following criteria: (a) The series included should be the most meaningful 
for providing information about the field concerned. Priority might well be 
given on the basis of the common questions asked and their frequency. (b) 
It is particularly helpful to have series from many sources gathered in one 
place and to have the latest revisions. (c) Series in scarce documents and many 
unpublished series can provide information otherwise difficult or impossible 
to get. (d) Some minimum standard of accuracy must be assured without 
a fetish being made of it. 

A good deal of care on all these points has been exercised in the volume. 
Its success in achieving them is of course a matter of personal judgment. It 
is easy to think of additional material that one would like to see but very 
difficult to say what should be dropped. 

My main points are two. The first arises from the difficulty, despite the most 
valiant efforts of an editor, of applying the same standards of “importance” 
to material, in a large number of fields, when the data are selected by many 
different people. Given the limitations of space, some detail from readily 
available sources and for relatively recent periods is given in some chapters 
at the expense of other important data, covering a longer span of history and 
less readily available from one or two sources, in other sections. For example, 
a case could be made for omitting the detail on personal expenditure by type 
of product 1929 to 1957 (Series G 191-218), which is available in two readily 
accessible sources, in order to give, let us say, more detail by subgroups and 
at least for census years on the principal statistics of manufacturing similar 
to the data given in the Manufactures Summary. It seems anomalous that 
such an important activity as manufacturing is‘given only fourteen pages of 
data, and much of that on detail of capital in manufacturing which will 
apparently be published elsewhere in the near future. 

The second point concerns the amount of regional data available, particu- 
larly in the economic material. Very often movements in regional series are 
more meaningful than are those for the total for the country. It would be 
impractical to give data by states. Yet material given for the nine divisions 
used by the census would be very helpful. Perhaps some regional data could 
be given only for census dates, thus limiting the space required to rather 
modest proportions. 

On the text accompanying the data one would ideally wish information 
necessary to evaluate the meaning and reliability of the data. These objectives 
could be aided by (a) a general discussion of the background of the statistics, 
(b) specific source references (including page references) for all data from 
a published source, (c) a description of the genesis of the data, (d) if possible 
an indication of the amount of indirect estimation used in obtaining series, 
and (e) an indication of other detail available in the sources and possibly 
other unused sources of data. 
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While there has been a considerable improvement over the first volume in 
the consistency of the textual material a good deal of unevenness remains. 
Some chapters, notably those on Prices and Price Indexes and on Foreign 
Trade and other International Transactions, provide the above information 
quite fully. Others give it only in part. All chapters give source references, 
though in a few cases specific page references are lacking. It is annoying, in 
hunting up sources, to have to search through a large volume or number 
of volumes for specific source data to which one wishes to refer. While 
multiple page references may be required for many series their presence is of 
the greatest value to the interested research worker. 

Some knowledge of the way in which the data are generated is also of con- 
siderable value. For example, the fact that the earlier censuses were taken 
by the U. S. Marshals, whose primary employment was for other purposes, 
is surely of relevance for considering census material. Again, it would have 
been informative to know how the data on disposal of public lands were 
obtained. 

The physical arrangement and makeup of the data involve the assignment 
of series to sections when the data relate to more than one section, cross 
referencing from one chapter to another, the size and makeup of the book, 
the number of figures given in the entries, the form of reference and the like. 
This book is a considerable improvement on the earlier volume, which I had 
generally found most satisfactory. The labelling of series provides for a most 
convenient reference. There is less crowding of figures. A very good table of 
contents and index offset (for those who use them) the limited cross references 
in the text from one chapter to related material in another. The number of 
figures in each entry in some tables still seems to be unnecessarily large, 
though in many instances it is accounted for by a series diminishing to small 
numbers in earlier years. The volume has increased in bulk in greater degree 
than accounted for by the material presented. The use of heavier paper than 
in the former volume—perhaps necessary owing to its larger size—has 
contributed to making it unwieldy. 

These comments sound like asking for “all this and heaven too.” They are 
not meant to detract from the very great value of a volume that represents a 
great achievement. 


M. C. Urqunart, Queen’s University, Kingston, Ontario 











The Work of the Hamburg Research 
Center in Entrepreneurial History 


Although Germans have made major contributions to the study of histori- 
cal economics and the discipline of economic history, the pioneer work on 
the enterprise, that lies beneath them all, has been done by Americans. 
Such continental newcomers to the field as the journals Histoire des Entre- 
prises or Tradition, and the Hamburg Research Center in Entrepreneurial 
History (Wirtschaftsgeschichtliche Forschungsstelle e. V.) are only now 
catching up with an important set of data which have been ignorantly 
neglected. Their approach to economic history, mainly through entrepreneur- 
ial history, has the great strength of forcing a reconciliation between actual 
entrepreneurial behavior and the implications of rigorous historical analysis. 
But it also has evident limitations. The problem of social and economic 
placement of entrepreneurs, seeking to determine the general effect of their 
policies, hinges upon quantitative generalization that cannot be derived from 
particular histories of enterprises remaining within the framework of the 
firm. One of the major aims of this paper is to show the Hamburg Research 
Center’s recognition that an increasing part of the interest in the history of 
the enterprise should focus on broader questions that transcend the limits 
of monographs on firms, questions that relate business development to 
economic change. 

The range of the Center’s endeavor is the economy of the most important 
continental seaport. Forces making for its prosperity are its ocean steamship 
lines engaged in the coasting and the foreign trade, its deep sea channel, its 
inland waterways linking Hamburg to the hinterland, its shipbuilding in- 
dustry, supplying vessels and repair facilities to the domestic and foreign 
marines, and the experience and resourcefulness of its merchants. It was they 
who kept the city’s commercial relations intact in the period between the 
days of the Hansa and the formation of the German Empire. They were also 
quick to establish trade relations with the Portuguese and Spanish dependen- 
cies in Latin America as the repression by the mother countries relaxed. 
In the late nineteenth century, they stood behind the growth of German 
trade with the Empire’s colonies and the Far East. At the same time, they ac- 
celerated the shifting of the center of the German shipbuilding industry from 
the Baltic to the North Sea, particularly to Hamburg. The town’s financial 
community, in turn, had strong sanctions regarding the fiduciary obligations 
of brokers and traders, sanctions which at times might not have supported 
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the shipbuilders’ and merchants’ feeling of a necessity of being expedient, but 
helped many entrepreneurs to weather business cycles in activities subject 
to more than average swings. 

The origin of the present Research Center’s activities may be seen in the 
Explorations in Hamburg’s Economic and Germany’s Foreign Trade History 
(Forschungen zur hamburgischen Wirtschafts- und deutschen Aussenhan- 
delsgeschichte), a series which was founded in 1939 by the present Center’s 
research director Ernst Hieke. After a promising beginning with Hieke’s 
study on the prominent Hamburg merchant house, O’Swald, the Second 
World War interrupted the publication. In 1946 the work was continued. Al- 
though the present Center’s early name seemed to stress a preoccupation with 
Hamburg’s history,’ its actual orientation acknowledged the complexity of 
the town’s economy and its dependence on national and international com- 
merce, as expressed by the comprehensive title of the 1939 series. Shortly after 
the German currency reform, the Center began a new series of publications 
in 1949, and since that time studies in entrepreneurial history have been 
appearing at the rate of two or three a year. 

The prospectus of the Center orients about its undertakings. It derives its 
financial support mainly from local business firms and sees one of its main 
tasks in isolating the phenomena of the entrepreneur and his firm to close 
the gap between the public’s conception of the entrepreneur “and his real 
significance in past and present.” The preservation of family and business 
archives and guidance with the conception of, or the actual preparation of, 
business histories are the two major operative contributions of the Center. 
It views its work in good German fashion as meeting the entrepreneur’s 
“obligation to tradition” and contributing towards overcoming the still- 
widespread writing of anniversary volumes in a somewhat unsophisticated 
manner for advertising purposes. The Center thus acts in practice as a 
mediator between the business community and the university. By collecting 
documentation which does not naturally find its way into public archives, 
it opens fruitful lines of investigation for the academic social scientist, whose 
traditional aloofness from the business world has hindered him in the past 
from exploiting much available business data. The Center, in fact, patronizes 
a number of Hamburg University Ph. D. dissertations on economic history 
of the Hanseatic area. 

There are currently three categories of publications by the Center: its 
aforementioned main series,” with which we shall deal in more detail, its 
“Hamburger Wirtschafts-Chronik,” and its monographs on Hanseatic indus- 
try and commerce, both appearing in occasional numbers. The “Wirtschafts- 
Chronik” is of a distinctly regional appeal and deals with broad aspects of 
economic and commercial growth of the Hanseatic area. It contains journals 


1 Forschungsstelle fiir Hamburgische Wirtschaftsgeschichte e.V. 
2 Veréffentlichungen der Wirtschaftsgeschichtlichen Forschunggstelle e.V. 
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and memoirs of merchants and captains, as well as articles on Hamburg’s 
industrial problems, and allows considerable space to scholarly papers on 
the region’s commercial connections, such as Erich Weise’s exploration of 
long-distance trading schemes by Stade’s merchants since the time of the 
Merchant Adventurers. Here we are reminded of Hamburg’s attractive power 
on merchants of ability from all Europe. When, during the Spanish Wars, 
the Merchant Adventurers of London were constrained to remove their 
base of operation for central Europe from Antwerp, they were prevailed 
upon to come to Hamburg and remained until after the Napoleonic 
Wars. The occasional monographs, written by collaborators of the Center 
and published apart from the main series, appear to be mainly overviews of 
business histories and industry summaries in pamphlet form. 

Much as most of the volumes of the main series have been predicated upon 
an anniversary, they attempt more than to help the entrepreneur to develop an 
understanding and a pride of achievement that is his by right of attainment. 
The twenty-four volumes published by the winter of 1960 can be conveniently 
ranged into four logical groups building up the framework of entrepreneur- 
ial history. The histories of individual entrepreneurs or enterprises are the 
elemental contribution to the task. Few of the studies, describing successive 
business ventures, take the form of business biographies, and the Center’s ap- 
proach concentrates on entrepreneurial accomplishment with a high degree 
of continuity and would seem to preclude from consideration the doings of 
even large-scale operators, whose functions should not be underrated in a 
seaport with large entrepdt ard transshipment trade. The Center’s collabora- 
tors have focused their attention on enterprises in the overseas and land 
carrying trades, in ship and insurance brokerage, in shipbuilding, in com- 
mercial banking, in construction, and in food processing. 

The history of an industry, that is, of groups of enterprises providing 
comparable goods and services, is the second type of entrepreneurial history 
discernible in the Center’s work. So far, it has not produced a pure example 
of this type, be it because there is not a sufficient number of special studies 
of entrepreneurs and enterprises in any economic effort, or because the im- 
petus to such a project would have to come from a trade association rather 
than from particular firms in the industry. First steps to such industry studies 
of the entrepreneurial type, stressing the interpretation of business documents 
against the evaluation of the census, customs records and other sources used 
in general economic history, have been taken in some business histories. 
Maria Moring’s book on the ship brokers and shipping office, H. W. Pott 
& Korner, reviews the functions and problems of ship brokerage; and R. 
Segebrecht’s volume on the milling firm, J. P. Lange Sons, contains some 
discussion of critical periods in the development of the port milling business. 

General entrepreneurial history, the third type of approach, including 
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the story of mercantile houses and lines of trade, is set forth in H. Kellenbenz’ 
study of entrepreneurial forces in Hamburg’s maritime and commercial 
relationships with the Iberian Peninsula at the end of the sixteenth and 
during the first quarter of the seventeenth centuries. This broad outline of 
early Hamburg entrepreneurial efforts, dealing with the more important 
Spanish and Portuguese trading houses of a period for which there is little 
source material available, is of lasting service as a foundation. There does 
not yet seem to be, however, an adequate basis for such general trade or 
industry studies on the Hanseatic region for any better-documented age. 
Another pioneer attempt at generalization, Friedrich Witt’s inquiry into 
the development of Hamburg road building and administration, is still more 
a discussion of business units, such as the building firm of C. Witt and an 
early building brotherhood, and of the folklore of street nomenclature, than 
of the Hamburg construction industry. 

A fourth type of publication in the Center’s main series might be called 
source materials in the broadest sense of the term. This includes a volume 
of commercial correspondence and reports, journal entries, and memorials 
from Hamburg merchants of three centuries, explained by P. E. Schramm, 
as well as presentations of a nineteenth-century diary and memoirs. Al- 
though all of the other publications of the Center, with the possible exception 
of Kellenbenz’ aforementioned study, have been written for the general 
public, these documentary volumes have appealed to a wider array of readers 
—the Diary of a Voyage from Hamburg to Valparaiso had to be reprinted!— 
and they have thereby not only stimulated further explorations in the field, 
but have also shown to the interested reader the need for explanations of 
the changing functions and significance of the enterprise. As many of their 
topics are extraneous and only casually connected with the entrepreneur or 
his firm, they have facilitated the contamination of many of the educated 
with some intellectual consideration for an aspect of society they could not 
get along without. 

The collection of source materials as well as the histories of enterprises 
will contribute to the Center’s future writing of industrial histories and 
general entrepreneurial history as here defined. At least two volumes on in- 
dividual entrepreneurial efforts, written by Ernst Hieke, are noteworthy 
experiments in combining the history of enterprises with a description of 
the evolution of the industry and its role in the regional economy in a fashion 
transcending a general narrative and the use of published statistics. An 
extensive review of these writings should be worthwhile, because it informs 
about their accomplishments in blending the different types of entrepreneurial 
history and about the difficulty of integrating into the account some pre- 
liminary results of generalizations which cannot yet be conclusively reached. 

Hieke’s study of the shipowner’s firm M. Jebsen of Apenrade (Aabenraa, 
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Denmark),? commemorating the seventy-fifth anniversary of the enterprise, 
describes the evolution of a shipping partnership into an important East 
Asia coasting trade and line business, whose extensive connections with 
Hanseatic merchants and shipbuilders helped it to survive the vicissitudes 
of several wars and a change of nationality of its home base. The year 1878, 
when Michael Jebsen acquired his first steamer, displacing 514 tons, brought 
a new promise to a small North Sea port which suffered from the declining 
importance of sailing vessels. Jebsen directed the ship’s operations from 
his job as an agent for the house of Krupp in Rotterdam. The risks were 
great: the shipbuilding and repairing industry in the North Sea was in its 
infant stage, and there were as yet no subsidies to the shipping trade. 

In 1882, after Jebsen had acquired his fifth vessel and moved to Apenrade 
he added, with the help of a Hamburg freight broker, the Chinese coasting 
trade to voyages into the Baltic Sea and during winters to the Iberian Penin- 
sula. Better than average opportunities in the China coasting trade in the 
absence of any regular service obligation, and in the later establishment of 
coastal lines with German government subsidies, prompted Jebsen to con- 
centrate on the East Asia business and to open his own agency in Hong Kong. 
The high degree of administrative independence of the ships’ husbands in 
the other ports and of the captains allowed a maximum flexibility in adapt- 
ing services to changed circumstances, and in moving to less affected areas 
when freight rates deteriorated regionally. The unwieldy shipping partner- 
ship acted unusually efficiently in the disposal of obsolete vessels in East Asia, 
frequently at considerable profit; but to reach a more equitable profit and 
loss distribution and to facilitate decision making, the shipping partnership 
was transformed into a joint stock company in 1911. A mutual insurance 
arrangement that had been entered into by the partners two years before, 
mainly for co-insurance purposes, did not survive the hyperflation of the 
1920's. 

At the beginning of the First World War the shipping firm lost control 
of all its vessels; its headquarters became Danish after the war. A Danish 
company in Aabenraa and a German company in Hamburg as assigns 
were a successful reconstruction device: the former to press claims for 
vessels requisitioned during the war, the latter to solicit German reconstruc- 
tion aid. The East Asia trade, though well below pre-war proportions, yielded 
fair profits in the 1920’s, but firm European rates in 1929 and mounting unrest 
in China induced the Danish company to sell its Hamburg-China shipping 
operation. Its own small fleet of two efficient vessels outlived the Great 
Depression and had a profitable lustrum before the Second World War. The 
Danish domicile of the German shipowners allowed them again to benefit 





3 Die Reederei M. Jebsen A. G. Apenrade. By Ernst Hieke. (Vol. 8 of the Veréffentlichungen 
der Wirtschaftsgeschichtlichen Forschungsstelle e.V.) Hamburg: Verlag Hamburgische Biicherei, 
1953. Pp. 272. 
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from both affiliations during and after the war in turn, and to reopen the 
Jebsen Line from Hong Kong in 1949 with one vessel. 

Hieke has set the evolution of the Jebsen firm against a broad background 
of commercial relationships typical of an independent, middle-sized shipping 
trade. There are the shipping partners who must be won for new ventures 
and the shipyards which must build and equip a new vessel or refurbish 
an old one for a particular mission at a favorable price in reasonable time. 
The analysis of economic conditions allows the shipowner to anticipate 
business opportunites. Political contacts help him to overcome difficulties. 
Fluctuations in the enterprise’s vessel inventory point to the highly specula- 
tive nature of its business which can only be mitigated by diversification in 
the widest sense of the term: extensive contacts with current and potential 
customers; operations in more than one region; domiciliation in two nations. 
Hieke’s history of the Jebsens has thus grown into an account of the East 
Asia shipping trade, its captains, and its boats. One of his practices, which 
will endear his books to sailors, is following the history of a vessel to its 
grave. An evaluation of his accomplishment will follow the review of his 
more recent book on a Hamburg shipyard. 

Hieke’s treatment of the growth of the Stiilcken yard* is based up to 
1933 on the enterprise’s anniversary chronicle of 1940, and for the time since 
on records that could be preserved. The firm’s managing director, a member 
of the executive committee of the Center, avers in his preface that the 
publishers aimed at “presenting a publication which should be viewed in 
many respects as leading contemporary German entrepreneurial and eco- 
nomic history” (p. 6). This claim is strongly backed by the author’s com- 
petent organization of his material in three consequential parts: a descrip- 
tion of the yard’s development under three generations of the Stiilcken family, 
an account of the yard’s role in Hamburg’s economy since the mid-twenties, 
when general economic and political events began to overshadow entre- 
preneurial intentions; and a treatise on shipbuilding and the evolution of 
the different types of vessels which takes up, together with the list of vessels, 
just over half the space of the book. 

The foundation of the Stiilcken yard was facilitated by the removal of the 
obligation for Hamburg shipbuilders to join the guild in 1838, which 
prompted the Altona ship’s carpenter J. H. F. Stiilcken to move to Hamburg 
some years later. A small local shipping trade supported the business when 
construction did not offer sufficient employment. Stiilcken’s son H. C. 
opened his own yard in the artisan fashion of the time and added to the 
building department extensive repair facilities, with the first German float- 
ing dock, to tie the enterprise over slack times. His entrepreneurial vigor 


4H. C. Stiilcken Sohn. Ein deutsches Werftschicksal. By Ernst Hieke. (Vol. 14 of the 
Veroffentlichungen der Wirtschaftsgeschichtlichen Forschungsstelle e.V.) Hamburg: Verlag 
Hanseatischer Merkur, 1955. Pp. 376. 
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clashed with the restrictive labor and building codes of the tradition-minded 
Hansa town, but his wife completed his projects under the favorable condi- 
tions brought about by the creation of the Empire. Her son J. C. led the 
period of rapid technical advances and growth from 1892 to the mid-twenties 
after the stagnation of Baltic Sea shipbuilding and after the German navy 
had begun to have its fleet built up in Germany. The change from wood to 
iron for the material and the first construction of fishing vessels (1904), the 
navy orders during the war, and the repair services supplied to foreigners 
during the inflation brought years of peak operations. 

The beginning of the depression for German shipbuilding in the mid- 
twenties marks the Stiilcken yard’s growing importance in the regional econ- 
omy. Not only was the range of vessel types widened, but other metal prod- 
ucts were produced to keep the workers employed. Contacts with the navy 
integrated the firm in 1934 in the rearmament program, and this tangling 
led to an early loss of the enterprise’s independence. Production streamlining 
during the war appears to have remained well below comparable American 
operations, but results are impressive mainly due to the efficiency of the 
personnel. Not even nearly total destruction and conflicting orders brought 
the work to a standstill, and the need for fishing vessels after the war allowed 
the yard to survive the military government’s closing order. Practically all the 
workers (787 in 1945, 811 in 1949, 1702 in 1950) were doing reconstruc- 
tion and repair jobs until new construction orders came in soon after the 
currency reform and with the beginning of the Korean conflict. 

Postwar naval architecture and its origins, as evidenced by problems faced 
by the Stiilcken yard, is the topic of the last part of Hieke’s work. Its chapters 
deal with merchantmen, their freight-handling equipment, fishing vessels, 
warships and special constructions, such as vessels for laying buoys, long- 
boats and ferries. This material shows the amount of experimentation with 
new types of vessels as well as with their equipment in order to meet the 
changing requirements of shipowners. The Stiilckens were progressive and 
farsighted in developing or adopting improvements in engineering or con- 
struction, even though they did not have in their early time the aid of a 
skilled naval architectural department. Their postwar trailers improved 
markedly upon the relative holding space and seaworthiness of small vessels. 
Stilckens’ engineers seem to have been instrumental during the war in 
rationalizing the construction of submarines and mine sweepers. 

In spite of an impressive marshalling of facts, Hieke’s contribution to 
the history of the industry remains necessarily very impressionistic. His 
technical data and drawings give a convincing picture of progress in ship- 
building, but they do not allow a conclusive distinction between basic 
advances in technique and valuable improvements of the equipment to 
accommodate the wants of the orderer. Much additional research seems to 
be needed to determine the effect of technical advances on such key deter- 
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minants of success in the enterprise and the industry as the exploitation of 
raw materials, the levels of output and employment, and profitability. Hieke’s 
two volumes on the Jebsens and the Stiilckens have, nevertheless, gained 
ground in the writing of history on the respective trades and are thereby 
preliminary studies of the highest order to a general entrepreneurial history 
of the interaction between the shipping trade and shipbuilding. 

Some further shortcomings of both books stem predominantly from the 
pronounced entrepreneurial approach on the level of the enterprise. First, 
there is the emphasis on the achievements of the entrepreneur, who can evi- 
dently not be identified with questionable actions. Jacob Jebsen is credited 
with refusing “to get the better economically of his new (Danish) nationality” 
(p. 174), although he had advocated some what earlier (p. 139) the dual 
domiciliation for that very economic advantage. Second, one also notes a 
distinct underestimation of economic and political events. The abrogation 
of the duty of foreign shipbuilding materials in 1879, the increasing tend- 
ency of shipowners to patronize domestic yards in the early 1880’s, and the 
increasing government subsidization of German lines in the mid-eighties are 
not even mentioned as contributory factors to the Stiilcken yard’s growth. 
Third, there is the close association of the author with his sponsors which 
seems to bar an inquiry into describing labor practices, such as the Jebsen 
East Asia hiring experience or the Stilcken shop committees after the last 
war. Nineteenth-century labor opposition to technological progress (and 
entrepreneurial leadership) is colorfully reported in the Stiilcken volume; 
postwar labor relations are only fleetingly touched upon. 

Whether the absence of any explicit reflections on the nature and purpose 
of entrepreneurial history in the Center’s publications is due to its private 
support or to the fact that many Hanseatic enterprises, like the Jebsens and 
the Stiilckens, show a tendency of being closely controlled, often in preference 
to rapid growth, and thus invite this treatment, is difficult to decide. Hieke 
writes precisely, with a wealth of concrete examples. Many theoretical 
deliberations may seem provincial compared with the variety of tone in his 
two invigorating books. His works represent an overcoming of the classical 
and the ecclesiastical animosity against an important study at its most con- 
genial. Most valuable, perhaps, is the image, as expressed in the preface to the 
Jebsen volume, they provide of a man who has conditioned himself to serve 
an all-committing purpose: to give “some insight into God’s and our acts 
in history” (p. 7). 


P. J. Meter, University of Massachusetts 








International Trade and United States 
Economic Development: 1827-1843 * 


The decades of the 1820’s, 1830’s and early 1840’s form a fascinating period 
in the process of American nineteenth-century development. In many ways 
that era represents a classic case of interdependence between developed and 
underdeveloped economies through the movements of factors, goods and 
specie. During these formative years in American development, the United 
States was predominantly a single primary product exporter, her rate of 
economic expansion very much a function of the state of the external market 
for cotton. The flow of capital moves in the classic fashion, from capital-rich 
Great Britain to capital-scarce America, but varying with relative degrees 
of expected returns; that is, varying with the relative rate of development 
between the two countries. But the period from the 1820’s to 1840’s exhibits 
another interesting aspect as well: it reveals the first substantial evidence 
of a long swing in the rate of American economic development. 

In a recent issue of this Journal, George Macesich presented a somewhat 
unusual argument concerning external influences on domestic monetary 
fluctuations over the period 1834-1845, appealing to a highly simplified gold 
standard model.? Macesich begins his analysis with the evidence of large 
capital inflows in the period 1834-1838 and the subsequent outflow in the 
1840's. From this evidence Macesich feels there is sufficient proof to support 
the hypothesis that the monetary difficulties of the 1830’s and 1840’s are not 
primarily attributable to the struggle between Jackson’s “hard currency” and 
Nicholas Biddle’s “Second Bank” supporters. Rather, he argues, the monetary 
variations in the 1830’s and 1840’s reflect mainly the operation of the Hume 
specie-price mechanism in affecting the real transfer concomitant with the 
(unexplained) fluctuation in the inflow of British capital. 

The purpose of this article is twofold. I would like to take issue with Mr. 
Macesich on a number of points, but especially with some important, but 
what I feel are erroneous, inferences which he derives from his research. 
Then I will attempt to present an alternative explanatory model, more com- 


*I wish to thank Moses Abramovitz and Edward S. Shaw, who have offered wise advice, 
both of whom, of course, should not share my responsibility for statements made here. 

1] do not wish to imply that the American long swing mechanism began during this period, 
but only that the evidence of such a mechanism prior to the mid-1820’s is much more difficult 
to find. 

2 George Macesich, “Sources of Monetary Disturbances in the United States, 1834-1845,” 
The Journal of Economic History, XX, No. 3 (Sept. 1960), 407-34. 
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plex than Macesich’s but providing, I hope, a more realistic explanation of 
the observed interactions between external and internal conditions during the 
1830’s and 1840's. I must admit that in doing so I have the advantage of using 
aggregate net capital import estimates recently published by Douglass C. 
North.’ 

I am most disturbed by Macesich’s seemingly complete disregard for in- 
come movements and possible alternations in the pace of United States de- 
velopment. Indeed, the only reference to an income effect upon the flow of 
goods and the trade balance (as well as the flow of American securities 
abroad) is in a footnote recognizing the possibility that the inflow of foreign 
funds “causes money income and expenditure to rise in the United States and, 
as income rises, imports rise still further and exports fall.”* In the spirit 
of his argument and in explicit statement, Macesich seems to feel that from 
1834-1845 secular income movements are only results, caused by capital flows, 
that facilitate the real transfer: and only a minor explanation of trade balance 
movements at that. 





Macesich’s position seems best stated by his own words: 


One would expect on theoretical grounds that the United States balance 
of trade position would become unfavorable (or less favorable) as a re- 
sult of continuous and heavy inflows; and conversely, one would expect 
on theoretical grounds that the balance of trade would become ultimately 
favorable (or less unfavorable) as a result of capital outflows. When capital 
is imported steadily over a long period, a new trade equilibrium must be 
reached by the movement of goods. In the long run commodity imports 
and exports are the flexible items in the balance of payments . . . when 
capital inflows ceased the balance of trade became for the most part active. 
In general, the balance of trade seems to conform to the expectation of 
theory.® 


And again his view is clearly expressed earlier in his article: 


Given the specie standard, we should expect that an inflow of capital and 
the corresponding increased supply of foreign exchange would drive the 
exchange rate in the United States to the specie-import point; the inflow 
of specie would cause the money supply in the United States to rise, and 
consequent price changes would cause imports to rise and exports to fall. 


3 Douglass C. North, “The United States Balance of Payments, 1790-1860,” Trends in the 
American Economy in the Nineteenth Century. Vol. 24, Studies in Income and Wealth, National 
Bureau of Economic Research (Princeton: Princeton University Press, 1960), pp. 573-627. 

4 Macesich, p. 419, note 29. 

5 Ibid., p. 420. 
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In this way the trade balance would be turned against the United States 
thus enabling the real transfer of capital . . . to occur.® 


It is my contention that one can hardly ignore domestic income move- 
ments over the decade 1834-1845 and particularly over a longer period of 
more relevance, the 1820’s to the 1840's. This twenty-year period is not the 
place for verification of an essentially static experiment in economic theory. 
Those capital flows did not occur autonomously and in a vacuum.” Nor did 
the trade balance react passively to net capital movements. It seems more 
correct to consider balance-of-payments movements during this period in the 
context of real growth. Could it not be that both trade balance and capital 
movements were functions of a third variable, the rate of real development 
and income-output movements? Would it not still be consistent with the 
revealed positive correlation between gold flows and capital imports (and 
income), to assume a general equilibrium model which includes in it a 
money (gold) demand function? Macesich, it seems to me, has applied a 
short-run disequilibrium model to a long-run growth problem. 

To begin with then, I would have stated the problem somewhat differently. 
Almost a decade prior to the first year of Macesich’s examination, 1834, 
there is evidence of a quickening in the pace of American development. 
From the mid-1820’s until the late 1830’s there is ample evidence of accelera- 
tion and subsequent gradual retardation in the rate of growth of the Ameri- 
can economy, terminating in the 1840’s with a disastrous and prolonged secular 
depression. Nor does the description of this period seem to occupy a unique 
position in the process of nineteenth-century United States development. 
Kuznets, Abramovitz, Lewis, Thomas, Burns, North and Berry, among 
others, all have indicated evidence of a long swing in the process of American 
development averaging about fifteen-twenty years in duration: the apparent 
long swing beginning in the mid-1820’s and terminating with the early 
1840’s is only the first (for which adequate data are available) in a series of 
five long waves in the pace of this country’s development from 1820 to 1915.8 


6 Ibid., p. 413. 

7 Incidentally, when Macesich does suggest an explanation for those variations in capital flows, 
at only one point in his paper, he appeals to supply conditions in Great Britain. Prior to the 
Civil War, however, there is little correlation between British capital exports and American 
capital imports over long periods of twenty years, suggesting that it is demand conditions in 
the American states which are the important causative variable. Ibid., p. 414. 

8 Moses Abramovitz, “Resources and Output Trends in the United States Since 1870,” Am. 
Ec. Rev., XLVI, No. 2, Papers and Proceedings (May 1956), 5-23; “The Nature and Significance 
of Kuznets Cycles,” Economic Development and Cultural Change, 1X, No. 3 (April 1961), 
225-49; and “Long Swings in United States Growth,” 38th Annual Report of the Na- 
tional Bureau of Economic Research (New York: National Bureau of Economic Research, 
1958), pp. 47-56. Simon Kuznets, Secular Movements in Production Prices (New York: 
Houghton-Mifflin, 1930). W. A. Lewis and P. J. O'Leary, “Secular Swings in Production and 
Trade, 1870-1913” The Manchester School of Economic and Social Studies, XIII (May 1955), 
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The long swing of the 1830’s and 1840’s is perhaps most striking in the 
balance of payments; there is no other time after 1830-1840 when international 
trade plays a greater role in the American economy.’ Furthermore, long 
swings *° in the flow of goods and capital over United States borders are 
very closely correlated with those in domestic activity such as the small sample 
in Table 1 which includes incorporations, public land sales, immigration, 
building and transportation. Table 2 shows imports moving positively with 
general income movements, rising from low levels in the 1820’s to a secular 
peak in the late 1830’s before falling to low levels in the early 1840's, for a 
duration of twenty-two years. This same secular pattern is also reflected in 
net capital imports, and, perhaps surprisingly, in export movements. The 
long swing in exports, incidentally, is not found in the post-Civil War era. 
The trade balance is dominated by import movements, since first differences 
in imports are greater than exports, and the trade balance exhibits a long 
swing with a peak deficit in the late 1830’s. Given a domestic long swing, 
which evidence does suggest, the balance of payments moves precisely as we 
might have predicted, except for the unusual fluctuation in exports. 


TABLE 18 


Incorporations Building Public Land Immigration Transport 





Sales 
Trough 1820-220 haa. 1823 1823 1825 
Peak 1837 1836 1836 1834 1832 
Trough 1842 1843 1842 1838 1843 
Peak 1852-54 1853 1854 1854 1856 





&Taken from North, “The United States Balance of Payments, 1790-1860,” Table 4, p. 587. 





113-52. Brinley Thomas, Migration and Economic Growth (Cambridge: Cambridge University 
Press, 1954). Arthur F. Burns, Production Trends in the United States Since 1870 (New York: 
National Bureau of Economic Research, 1934). 

Pertaining to this period in particular (1830’s and 1840’s): Douglass C. North, “Inter- 
national Capital Flows and the Development of the American West,” The Journal of Economic 
History, XVI, No. 4 (December 1956), 493-505; more recently, see his The Economic Growth 
of the United States, 1790-1860 (Englewood Cliffs, N. J.: Prentice-Hall, Inc., 1961). T. S. 
Berry, Western Prices Before 1861: A Study of the Cincinnati Market (Cambridge: Harvard 
University Press, 1943). 

9K. W. Deutsch and A. Eckstein estimate that American external trade, exports and im- 
ports of goods, was 15-20 per cent of national income from 1819 to 1839. ‘“‘National Industriali- 
zation and the Declining Share of the International Economic Sector, 1890-1959,” World 
Politics, XIII (January 1961), 267-99. 

10 Although I argue throughout this note that the period from the 1820’s to the 1840’s was 
only part of a recurring long swing mechanism which pervades all of American nineteenth- 
century development, it is not indispensable to the general criticism of Macesich’s article. The 
prejudiced reader may consider it an episodic variation in growth rates. 
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TABLE 28 
(millions $) Exports Imports Trade Net Capital 
(current value) (current value) Balance Imports(+) 
1821 54.6 54.5 5 -5.0 
1822 61.4 79.9 -18.2 8.3 
1823 68.3 72.5 3.7 -2.0 
1824 69.0 72.2 —2.6 -1.0 
1825 90.7 90.2 1.0 6.8 
1826 72.9 78.1 4.5 2.6 
1827 74.3 91.3 4.0 -10.0 
1828 64.0 81.1 -16.4 11.4 
1829 67.4 67.1 5 -1.5 
1830 71.7 62.7 9.5 7.9 
1831 72.3 95:9 —23.1 14.1 
1832 81.5 97.0 15.2 6.8 
1833 87.5 103.1 -15.5 13.5 
1834 102.3 110.8 -8.3 18.8 
1835 115.2 139.5 —23.9 30.0 
1836 124.3 180.1 -55.3 62.2 
1837 111.4 133.1 21.2 22.6 
1838 105.0 97-9 7.4 4.2 
1839 112.3 159.6 -47.0 49-1 
1840 123.7 100.2 24.2 -30.8 
1841 111.8 125.4 —13.0 4.4 
1842 99.9 98.0 2.3 -18.2 
1843 82.8 43-3 39.9 22.2 
1844 105.7 104.7 1.4 —4.7 
1845 106.0 115.4 9.0 3.8 
1846 109.6 1326 ° -12.5 -8 
1847 156.7 127.3 30.3 -18.6 
1848 138.2 154.6 -15.8 a6 
1849 140.4 146.9 -5.9 -2.8 
1850 144.4 180.5 35.4 28.9 
1851 188.9 219.2 —29.5 75 





8 Taken from North, “The United States Balance of Payments, 1790-1860,” Table 3, p. 581. 


This positive correlation between the rate of domestic expansion and 
balance-of-payments fluctuations persists throughout the nineteenth century, 
and, incidentally, is not isolated to United States experience. With Imlah’s 
estimates of British balance of payments, there is a strong suggestion of an 
inverse correlation between British and American domestic growth and 
their balance of payments.”? 


11 Albert H. Imlah, “British Balance of Payments and Exports of Capital, 1816-1913,” Ec. 
Hist. Rev., Series 2, V (1952-1953), 204-39, and more recently, Economic Elements in the 
Pax Britannica (Cambridge: Harvard University Press, 1958). Perhaps the best-known investi- 
gations of the interaction of the Atlantic economy are in Brinley Thomas’ Migration and 
Economic Growth, and in A. K. Cairncross’ Home and Foreign Investment, 1870-1913 
(Cambridge: Cambridge University Press, 1953). 
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One of the arguments presented in this note is that movements in the 
merchandise trade balance are hardly primarily explained by the specie-price 
mechanism. Rather I would argue that it is mainly a long swing in the 
pace of real domestic development which is the major cause for (and effect 
of!) both capital flows and fluctuations in the trade balance. Not only is it 
likely that general price level movements play only a secondary role, but it 
is not clearly evident that the flow of specie is consistently:an important de- 
terminant of long-term price fluctuations concomitant with the long swing in 
real variables. It is not my main purpose, however, to press the point that 
the correlation between specie flow and the money supply is poor (1834- 
1845)—Macesich admits this—but to suggest to Macesich an alternative ex- 
planation for those specie flows. 

In the place of a static model which suggests that the trade balance passively 
responds to autonomous net capital flows, which cause variations in the 
money supply via “residual” specie flows, consider a general equilibrium 
model constructed on the presumption of variations in real growth however 
explained. With rapid real growth, the 1820’s to 1830’s, an excess supply of 
securities is generated along with an excess demand for goods, reflected 
respectively with an increasing inflow of capital and a worsening in the 
trade balance. But concomitant with real growth, there is a tendency to 
generate excess demands for real money balances, reflected, under a gold- 
standard system, by an increasing inflow of gold. The solution is a general 
equilibrium one: the flow of gold does not necessarily reflect a potential 
movement back to equilibrium in the balance of payments, but a movement 
to equilibrium which removes excess demands and supplies in the domestic 
economy without excessive price variation. In fact, it seems that the flow 
of gold may have oversatisfied excess demands in the money market 
generated by real income growth, since the upswing to the 1830’s is ac- 
companied by price inflation. Given alternations in the growth of real income 
over a period of twenty years, why treat gold flows as fortuitous and as 
“residuals”? In the long run all elements in the balance of payments are 
flexible, and demands for money (gold), goods and securities must be solved 
simultaneously in a general equilibrium context.” It remains then to briefly 
describe the nature of the long swing in real growth from the 1820’s to the 
1840's. 

The long swing in net capital imports, or Kuznets cycle as Arthur Lewis 
prefers to call it, rises very sharply in the quinquennially averaged data 
from a trough in 1825 to a peak in 1837 and falls to a trough in 1842 for 
a duration of seventeen years. Like other long waves in international factor 
movements over the nineteenth century, this long swing in capital imports 
has an extreme amplitude in both the annual and smoothed data. In 1825 





12Tn the long-run context of growth, it is not true that “commodity imports and exports 
are the flexible items in the balance of payments.” Macesich, p. 420. 
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there is a relatively insignificant outflow of capital of about $6.8 million, in 
1837 it attains a peak inflow of $62.2 million, and finally reaches a maximum 
outflow in the trough of the 1840’s amounting to $30.8 million. 

Although the time shape of capital inflow in the 1830’s and 1840’s was not 
unique, since alternations in the import of factors are closely related to the 
domestic long swing throughout the nineteenth century, this period reflects 
the first large sustained net import. Indeed, so large was the inflow of foreign 
funds in the decade 1830-1839 that North terms it “relative to the size of 
the economy it was probably the most significant inflow of capital during 
the nineteenth century.” ** 

A major argument pursued in this paper has been that the movements 
in the balance of payments were interrelated with the long swing in domestic 
development, 1820-1845. But not only does the external balance reflect the 
domestic long swing, primarily in net capital and commodity import move- 
ments, but it is also a major source of the long swing. The export market, 
primarily cotton, was intimately related with American demands for foreign 
capital. Indeed, the major explanation for these domestic swings can be 
found in the varying profitability of primary producing lands. “It was the 
expected return upon cotton in the Southwest and upon wheat, corn, and 
hogs (and the manufacture thereof) in the Northeast,” which in turn was 
dependent upon foodstuff demands in the South, “that was the most funda- 
mental factor” effecting the pace of American development."* 

What kinds of foreign investments were being made? There can be little 
doubt that over the nineteenth century as a whole foreign investment was 
primarily interested in, and facilitated the development of, our transporta- 
tion network. But after the Civil War and even in the 1850’s, foreign funds 
went directly into the securities issued by the rails. Prior to the 1850’s, the 
story is a little different; the majority of foreign funds was funneled into 
the purchase of state and local bond issues. A large portion of these security 
issues was used to finance an expanding transportation network, and for 
many reasons too extensive to cover here the state and local governments 
acted as both financial intermediaries and entrepreneurs. This type of bond 
was attractive to foreigners in part due to its apparent low risk (with govern- 
ment backing and guarantee) and in part due to British familiarity with the 
profitability of transportation development derived from their own internal 
experience. 

Even as late as 1853, when estimates first become available, as much as 


68 per cent of foreign long-term holdings was in the form of state and local 
bonds.*® 


13 “The United States Balance of Payments, 1790-1860,” p. 585. 

14 North, “International Capital Flows and the Development of the American West,” p. 498. 

15 Cleona Lewis, America’s Stake in International Investment (Washington: The Brookings 
Institution, 1938), pp. 521-22. 
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The Erie Canal was the first major state enterprise financed by foreign 
funds. From 1817-1825, seven million dollars worth of New York bonds 
issued to finance this spectacular state-owned and constructed venture 
passed into English hands. It is historically evident that New York benefited 
from the ensuing trade with the western states. But perhaps more important, 
the lucrative example of this enterprise set a precedent for future state issues. 
Philadelphia and Baltimore were clamoring for state enterprise and foreign 
capital to construct canals to the interior, with Washington and Richmond 
quickly recognizing this competition. Maryland gave bonds and guarantees 
to private companies for both the Chesapeake and Ohio Canal and the 
Baltimore and Ohio Railroad.’* In the Middle West, state canal systems 
were planned on a comprehensive scale, supported by Federal land grants, 
in Ohio, Indiana, Illinois, Michigan and Kentucky.”” 


Only the Pennsylvania coal routes, the Schuykill Coal and Navigation 
Company, the Philadelphia and Reading Railroad, with some short rail- 
roads in New England and central New York, ventured to proceed with 
neither guarantee nor bonds from a paternal legislature. Before 1836 over 
go million dollars had been invested in canals and railways in the North, 
of which more than half was a charge upon public credit. The bulk of this 
capital had been procured from England.*® 


In the South, the forces of expansion were different but the states still 
acted as financial intermediaries—just as they did in the North. Capital was 
desired mainly for cotton expansion. By 1824 Louisiana initiated the idea of 
the state land bank, the prominent recipient of foreign investment in the 
South throughout the 1830’s and 1840’s, which issued bonds in the East and 
in London to secure working capital. All the southern states became deeply 
concerned in the land banks. and most of the loans for these undertakings 
directly or indirectly were sought in London.’® 

But if the outstanding portion of foreign investment in the American 
states from 1830 to 1839 was in the form of state and local bonds, it is also 
evident that the types of state-owned and state-sponsored enterprises financed 
by external funds were regionally quite different. Whereas the investment in 
the Northeast and. Northwest was mainly for social enterprise and expansion 
of the existing transportation-communication network (to facilitate trade 
with the South for the West’s foodstuffs as well as a future market for the 
West’s products across the Atlantic and in the East), the investment of 


16 [bid., p. 17. 

17 Leland H. Jenks, The Migration of British Capital to 1875 (New York: A. A. Knopf, 
1927), p. 74. 

18 [hid., p. 75. 

19 [bid., pp. 75-76. 
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foreign funds in the South was mainly of a more short-term sort. Either 
these funds were used to facilitate the immediate production of the South’s 
cotton for European consumption through state land banks, or they were 
even shorter-term loans financing the marketing period between production 
and sale. 

The private southern economy even in the boom years of the mid 1830's 
did not have access to long-term capital. Almost all of its foreign sources 
were to support the state banks. The South’s chief sources of loanable funds, 
then, “were the commercial banks and mercantile houses that were limited 
by the character of their business to short-time advances.” 7° Even the Bank 
of the United States, which was later to attempt to encourage the flow of 
short-term capital from Europe after the 1837 panic, and which was an im- 
portant source of funds for the South, did not supply anything other than 
more liquid loans.”* 

This apparent difference between the final expenditure out of state and 
local debts financed by foreign capital should not imply independent economic 
development between the two regions. The South opened up an extremely 
lucrative field for the employment of labor and capital in that section. Its 
effect upon the northern states, and especially the Northwest, was neverthe- 
less important. It was the initial expansion of the South which gave the 
Northeast and Northwest their first important market and supplied a requisite 
for their economic development.” I suspect Matthews would stress the inter- 
dependence between North and South, and the dominance of the latter, even 
more strongly. 





The central position occupied by cotton in the boom of the mid-1830’s in 
the South was inevitable in view of its dominance in the Southern agricul- 
tural economy. Should we go further and say that cotton was the progenitor 
of the entire boom throughout the country or even its mainstay during 
the whole of its course ??* 


Since the net capital imports were a function of the expansion of cotton 
production directly, with foreign investment in the southern land banks, 
or indirectly, with investment in the North to facilitate the supply of food- 
stuffs to the South, it should occasion no surprise to find net capital move- 
ments extremely sensitive to the state of the cotton market. In early 1837 
the fall in cotton prices ( 25 per cent in February and March of 1837) finally 


20 Milton S. Heath, “Public Railroad Construction and the Development of Private Enter- 
prise in the South Before 1861,” The Journal of Economic History, Supplement IX (1949), 48. 

21 Berry, pp. 410-11. 

22G. S. Callender, “The Early Transportation and Banking Enterprises of the States in 
Relation to the Growth of Corporations,” Q.].E., XVII (1903), 125. 

23R. C. O. Matthews, A Study in Trade Cycle History: 1833-1842 (Cambridge: Cam- 
bridge University Press, 1954), p. 51. 
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exceeded the rise in bales produced and export revenues began to fall. Now 
whether an earlier bad turn in cotton prices (late 1835) caused a downward 
readjustment of foreign investors’ expectations or whether the fall in export 
revenue directly interfered with the interest payments, European purchases 
of American securities came to a pause. Lewis believes, as I do, that it was the 
latter. British houses specializing in American securities were badly hit 
since a large share of American payments on commercial debts and for 
interest and dividends payable abroad was provided by the export revenue 
from cotton.** It therefore seems likely that foreign investors, especially 
British, were less impressed by the movements in cotton prices than by the 
lagging fall in cotton export revenues. American cotton prices begin to fall 
late in 1835 and the English in 1836, but net capital imports rise to a peak 
in 1836 which is double its 1835 level. At any rate, for reasons stressed here 
and earlier, it does not seem likely that supply conditions abroad played a 
crucial role in the dictating of the flow of capital. 

If the rate of capital imports was dependent upon the state of the export 
or cotton market both directly, via the southern land banks, and indirectly, 
via northern investment in transportation improvement which in turn was 
mainly a function of southern demands for foodstuffs, what mechanism 
could there possibly be in the cotton industry which could make it the pri- 
mary cause for the long swing in American development from the 1820’s to 
the 1840's? The position assumed by the present author is similar to that 
taken by North, 


... that surges in westward development were initiated by long-run favor- 
able movements of the prices of key staple commodities [cotton, 1820- 
1845]. However, an increased supply of these staples could only be ob- 
tained by heavy capital expenditure in internal improvements and 
plantation development. Long-term foreign capital played an important 
role in meeting this need by directing real resources into the needed 
social overhead investment and making possible an import surplus of con- 
sumer and capital goods during these expansive periods.”° 


The answer to the question lies in America’s monopolistic position in 
cotton and supply response to price. 

The most recent description of the importance of cotton in early American 
growth, and the self-generating long swing mechanism contained in cotton 
expansion, can be found in a new publication by North.?* Only a brief 
description of the interaction is attempted here. There seems to be a clear 
relationship between cotton supply and prices; over-expansion and long 


24 Lewis, p. 25. 
25 North, “International Capital Flows and the Development of the American West,” p. 494. 
26 North, The Economic Growth of the United States, 1790-1860. 
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periods of lagging readjustment cause long swings in prices interacting with 
long swings in the rate of growth of quantum production with consistent 
lags. Quantum cotton produced and exported grows at increasingly rapid 
rates from 1829-1835, and export values with them. After that point, an over- 
expansion is generated and cotton prices begin to fall in 1835 and continue 
to do so until 1843. It is not until the latter part of the 1830’s that the rate 
of supply expansion begins to adjust to price movements: from 1843-1850, 
production and export of cotton bales remains at low (almost zero) growth 
rates. Export values begin falling in 1837, when the fall in prices exceeds 
quantum expansion, and continue falling until 1843. After that point, prices 
recover, causing exports in current prices to improve as well but supply 
expansion does not respond until 1850. And thus the lagged cycle prevails 
over the period 1820-1860. 

This brings us back to our initial criticism of Macesich’s argument. He 
should recognize, it seems to me, that the flow of capital and trade balance 
movements from the 1820’s to the 1840’s must be considered in a context of 
growth. Indeed, it is precisely that growth pattern of real income alternating 
rapid to the late 1830’s and slow in the 1840's, which primarily dictates the 
flow of capital. The trade balance also seems to be a function of real income 
growth and can not be simply responding passively to net capital flows via 
the Hume specie-flow mechanism. But although the external balance adjusts 
to long swings in the pace of American development in a way consistent 
with later years, the movements in exports are quite unusual compared to 
post-Civil War evidence. Whereas in the long swings after the 1860’s, move- 
ments in the balance of payments only reflect variations in domestic growth, 
prior to the Civil War and especially over this first long swing not only do 
net capital and merchandise imports respond to domestic growth patterns, 
but it seems that exports play an important role in dictating the pace of 
real growth. 

Furthermore, it does not seem reasonable to treat gold flows over long 
periods simply as residuals which balance heavy capital movements. Secularly, 
no element in the balance of payments is an arithmetic residual: all elements 
in the external balance are flexible in the long run. Rapid growth has a 
tendency to generate excess demands for money (gold) and goods (trade 
balance deficit), as well as excess supplies of securities (net capital inflow). 
No one of these elements should be treated with more importance than 
another, and the equilibrium solution must be general. Gold inflows do 
not necessarily reflect disequilibrium in the balance of payments, but may 
simply reflect a tendency towards excess demands for money in a rapidly 
growing economy. 

As far as Macesich’s argument concerning the importance of specie flows 
in determining the money supply goes, there is little room here for an exten- 
sive discussion. I would, however, like to make two comments. First, in 
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the period of the 1850’s, another long swing in American development, there 
is also a tremendous inflow of foreign capital. But why is it that during 
this later period there are increasing outflows of specie? Although the answer 
is obvious, it is not explained by Macesich’s simple Hume specie-price 
mechanism. In a general equilibrium context, there are excess supplies of 
real money balances concomitant with the gold discoveries in the West; 
thus an outflow of gold. Second, Macesich suggests a reasonable hypothesis 
for the poor correlation between specie flow and additions to the money 
stock by appealing to the possible movements of short-term holdings (a 
gold reserve substitute). But in the period 1879-1904, gold flows and changes 
in the money supply have almost a perfect correlation. Can the difference 
between these two periods be easily explained by the immaturity of the 
American money market? 





J. G. Wituramson, Stanford University 








International Trade and United States 
Economic Development Revisited * 


Mr. Williamson’s comments on my article leave the issue between us 
ambiguous.* I welcome this opportunity further to develop my own views 
regarding the turbulent period of the 1830’s and early 1840’s. 

First of all, I believe that Williamson has overstated his case in attributing 
to me disregard of the importance of internal events in the United States. I 
advanced the hypothesis that the primary disturbing factor in the period 
1834-1845 was an increase, and then a decrease, in the flow of funds into 
the United States, and the problem I wished to examine was the response in 
the American economy to this initial disturbance. As indicated in my ar- 
ticle, the emphasis placed on external factors does not mean that internal 
events in the United States were negligible.” 

If I understand Williamson correctly, he considers it more plausible to 
argue that the rapid expansion of the American economy during the period 
attracted an inflow of funds. Now it should be obvious that if the foreign 
funds had not been forthcoming the American boom in the 1830’s would 
have been halted, as it indeed was halted after 1839 when the inflow of foreign 
funds was drastically reduced. These two forces are inextricably linked to- 
gether over the whole period. Mr. Williamson’s comments have not settled 
the issue of priority, much less the issue of casualty. Indeed such information 
as we do have suggests that the initial speedup in the flow of funds into the 
United States was apparently occasioned by unfortunate events elsewhere 
in the world. 

Following 1815, London became the leading source of long-term capital.® 
Listings on the London exchange indicate trends in overseas investment. 
Immediately after the Napoleonic War, British foreign investments were 
made in European issues. In the 1820’s bond issues of the newly created 
South American states were popular. When these went into default, London 


*I am indebted to Marshall R. Goldberg for useful comments and suggestions. 

1 George Macesich, “Sources of Monetary Disturbances in the United States, 1834-1845,” 
The Journal of Economic History, XX, No. 3 (Sept. 1960), 407-34. 

2Indeed they suggest that on occasion changes in the supply of money, for example, can 
be brought about by internal events that can hardly be attributed to contemporary changes 
in income, for example, the alteration in the American monetary system in 1834. For a 
discussion of this episode, see W. B. Smith and A. H. Cole, Fluctuations in American Busi- 
ness, 1790-1860 (Cambridge: Harvard University Press, 1935), p. 78, and especially J. L. 
Laughlin, History of Bimetallism in the United States (Chicago: University of Chicago Press, 
Igor). 

3 The material in the following two paragraphs is from Leland H. Jenks, The Migration of 
British Capital to 1875 (New York: A. A. Knopf, 1927), Chs. II-IV. 
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turned toward the United States. From 1815 to 1830, the only American 
issues traded extensively in London were three issues of the United States 
Government, stock of the Second Bank of the United States, bond issues of 
four states, and bond issues of two municipalities. In 1840, however, the 
London exchange listed forty-six bond issues of sixteen states and the stocks 
or bonds of twenty-five canals, railroads, and banks. 

In the second place, my purpose in the article was not to “prove” the 
price-specie mechanism of international trade theory. Inadequacies of avail- 
able data do not permit rigorous tests to be applied. The data, as far as 
they go, are at least consistent with a number of hypotheses derived from 
international trade theory, and this is the principal message contained in 
the article. It has been recognized for some time now that the income effect 
modifies but does not necessarily alter conclusions derived from classical 
trade theory except under some rather wierd assumptions.* The incorporation 
of the income effect helps to explain the speed of adjustment and so the 
smaller specie flows required to accomplish the real transfer of capital. 

The point that Williamson believes he has discovered is one stated some 
time ago by J. C. Ingram.° Essentially, Ingram’s point is that the classical 
and modern parts of the theory of adjustment yield a prediction that exports 
will decline as a result of capital transfer. In the United States exports in- 
creased in the period 1834-1837; they moved up and down until 1843 and 
increased in the remaining years under review.® The rise in imports, however, 
exceeded the rise in exports and thus enabled the real transfer of capital 
to occur. In this respect the years 1834-1837, when the largest capital inflow 
occurred, are particularly conspicuous. A slight modification along lines 
set out by Ingram is required to enable the theory to account for this behavior 
of exports. 

Modifying the theory of transfers is necessary because both the price- 
specie flow analysis and income analysis do not explicity take into account 
changes in the receiving country’s productive capacity. In short-run adjust- 
ments, these changes can perhaps be ignored, but not over “long swings.” I 
would argue that such waves, if they did exist in the rhythms of the nine- 
teenth century, may have been produced by shifts in the direction of foreign 
investment and propagated through monetary mechanisms. 


GrorcE Macesicu, Florida State University 


4 See, for example, L. A. Metzler, ‘The Theory of International Trade,” in H. S. Ellis (ed.), 
Survey of Contemporary Economics (Philadelphia: The Blakiston Company, 1948), I, 211-22. 

5 James C. Ingram, “Capital Imports and the Balance of Payments,” Southern Economic 
Journal, XXII (April 1956), 411-25, and “Growth in Capacity and Canada’s Balance of 
Payments,” Am. Ec. Rev., XLVII, No. 2 (March 1957), 93-104. 

6 Douglass C. North, “The United States Balance of Payments, 1790-1860,” Trends in the 
American Economy in the Nineteenth Century. Vol. 24, Studies in Income and Wealth, National 
Bureau of Economic Research (Princeton: Princeton University Press, 1960), Table 3, p. 581; 
cited by J. G. Williamson, “International Trade and United States Economic Development: 
1827-1843,” The Journal of Economic History, XX1, No. 2 (Sept. 1961), Table 2. 
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Istoriké Episkopisés tou Propolemikou Exdterikou Démosiou Chreous tés Ellados. 
(Historical survey of the prewar foreign public debt of Greece.) By Claude B. 
Bandaloukas. Piraeus: Graduate School of Industrial Studies, 1961. Pp. go. 


This is an excellent account of the Greek prewar foreign public debt. Here, for 
the first time, we are given a careful investigation of each one of the thirty-three 
public loans contracted in the period between 1832-1939. In 1958 the outstanding 
foreign public debt of Greece on the basis of the 1932 dollar-pound-franc parity 
was $335,548,000. Many volumes have been written on the foreign debt of Greece, 
but the terms and the features of the individual loans are hidden under broad 
and often-repeated generalizations. Professor Bandaloukas, Deputy Director Gen- 
eral of the National Statistical Service of Greece, has drawn his material from 
the documents to which he has ready access and has systematically avoided use 
of secondary and tertiary sources. 

His foreign debt survey begins with the first bond flotation in London by 
Rothschild in 1832. The proceeds covered about 95 per cent of the face value of the 
loan (60,000,000 g. francs), but Greece actually received a meager amount (of 
about 470,000). The remainder was withheld to precover various “costs” of the 
loan. Greek foreign borrowing throughout the nineteenth century was charac- 
terized by similarly onerous terms. 

On the other hand, Bandaloukas’ study gives pause for reflections on the deeper 
causes of the backwardness of the Greek economy. Greece has often explained 
poverty away by blaming it on capital shortage. But the problem was not so 
much lack of capital as what Greece did with her capital. In addition to foreign 
private capital, and domestic public borrowing, considerable sums in foreign 
public loans moved into Greece. It is estimated that, from 1879-1930 more than 
3.5 billion gold francs—excluding sizeable amounts of emigrant remittances— 
flowed into the country. Between 1879-1893, for example, the amount of foreign 
public capital lent to Greece was three fourths of the export proceeds. 

Unfortunately, most of the foreign capital was not plowed into the economy, 
but was dissipated in shoring up public finances made shaky by inefficient ad- 
ministration and costly war adventures. The hypothesis could be advanced that 
foreign capital movements into Greece for the century 1824-1923 exercised a 
negative, rather than a positive, effect on the domestic economy. Leaving apart 
the onerous terms under which certain foreign loans were contracted, the access 
to foreign capital encouraged inefficient fiscal policies and discouraged economy 
and planning. Interest payments on foreign debt were a heavy drain on export 
earnings, usually depressing the Greek level of living by forcing the curtailment 
of essential imports. In the 1920’s, for example, the average annual interest charge 
on the foreign public debt alone was about $13.5 million, equal to more than 
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20 per cent of export proceeds. If we estimate the national income for the same 
period at around 30 million drachmas, the payment of interest on the foreign debt 
was about 7 to 8 per cent of the national income. Finally, in essence, the avail- 
ability of foreign capital in Greece has often meant increased imports of un- 
productive commodities (that is, war materials) and reduced imports of con- 
sumption and capital goods. 

Bandaloukas, in his handsome, documented, and concise volume has done 
a good service to the economic historian by putting together debt documents 
in a dispassionate manner, which is unknown to the Greek scholar when it 
comes to discussing the foreign indebtedness of his country. The book deserves 
to be highly acknowledged and should be on the shelves of the library of everyone 
who studies capital movements, economic history of the Balkans, or nineteenth- 
century politics. It is hoped that other students of the economic history of Greece 
will follow Bandaloukas’ example and take trouble over details by resorting to 
documents rather than writing impressionistic accounts of developments of the 
Greek economy in the nineteenth century. 

ApaM A. Pepetasis, University of California 





State and Currency in the Roman Empire to 300 a.v. By Sture Bolin. Stockholm 
and Uppsala: Almqvist & Wiksells Boktryckeri AB, 1958. Pp. 357. 


Sture Bolin’s new book had no sooner appeared than it was greeted by a chorus 
of notices from various quarters showering critical acclaim. More recent com- 
ments have been somewhat less enthusiastic if not completely derogatory. This 
change reflects a closer scrutiny of the central thesis of the book and the support- 
ing evidence. Nevertheless it is an important volume which is designed to be 
the first of a series covering the history of currency from antiquity through the 
Middle Ages, and it is almost certain that each segment will become the subject 
of debate for some time to come. 

Bolin maintains that coinage from its very origin was a type of impost on 
the public because coined metal was heavily overvalued in comparison to bullion. 
In antiquity, according to him, coins of different intrinsic value were issued and 
sometimes circulated side by side with the same value without calling Gresham’s 
Law into operation. Bolin holds that it is possible, by a series of equations based 
upon the average weight of a series of coins and the weights of the heaviest 
and lightest coins extant in that series, to determine the limits within which the 
intrinsic value of individual coins might vary before the heaviest of them would 
be melted down for sale as bullion to the mint. He also calculates a so-called 
range of “natural variation” to issue new lighter coins with the minimum weight 
range possible. In his view, the Romans in times of financial stress utilized this 
range of “natural variation” to issue new lighter coins with the minimum weight 
of an older series as the average weight of the new series and the old average as 
the new maximum. Both series would then supposedly circulate at the same 
value without difficulty. With this scheme in mind he traces the history of 
Roman coinage to 300 A.D. 
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Throughout the book there are assumptions of most startling character, and 
upon these assumptions rests the total validity of the thesis and the utility of 
the needlessly complex equations. The most important of these assumptions is 
that there was coinage of private bullion at public mints in the Roman world. 
This assumption is necessary for Bolin’s thesis, but the only evidence concerning 
this problem is a law of 369 a.v. which prohibits such coinage in gold. There is 
not a shred of evidence to support the view that such coinage was allowed. 
Gresham’s Law did operate in the matter of hoarding and export of coin with- 
out the necessity for the coinage of private bullion at public mints, but the melt- 
ing of quantities of overweight coins for bullion sale to the mint requires such 
coinage. 

It would be possible to point out in detail the presumptions which are tacitly 
made in each section of this book and to argue against the use of statistics as 
well as the significance of many of Bolin’s equations. That would, however, 
lengthen this review unnecessarily. The problem can be illustrated in concrete 
terms without requiring any detailed knowledge of ancient coinage by reviewing 
the first chapter alone. In that chapter Bolin describes the early electrum coinage 
of Lydia with the lion’s head to the right on the obverse as having been de- 
liberately issued with artificially produced alloys containing less gold than is 
normally found in natural electrum. Analyses of the gold content of the Lydian 
coins reveal that it varies between 54.9 per cent and 31.0 per cent whereas in 
most natural electrum the gold content is much higher. Nevertheless the proof 
is not conclusive, for in five samples taken from a single site at Kongsberg two 
showed 27 per cent gold and three approximately 50 per cent. True these are 
unusual results, but they do serve to show that the alloy of the Lydian pieces 
may well have been natural. Bolin, however, builds upon the probability, which 
he calls “indisputable,” that the Lydian state issued coinage from an artificial 
alloy containing less gold. From this he proceeds to say that “By increasing the 
amount of silver in the coined metal it could increase its revenue even more” 
(page 36). If it could be shown that the amount of gold in the alloy of the in- 
dividual coins continually decreased with the passage of time, the case would be 
proven. Such a continuous decrease in the gold content could only be the result 
of artificially prepared alloys and would reflect the desire of the state to increase 
its revenues. In reality, however, nothing of the sort can be proven. It is pure 
supposition. The coins that have been analyzed cannot be placed in relative 
chronological order. Without such a relative chronological sequence it is just as 
likely that the variation in gold content is merely a matter of chance and that 
later coins contain more gold. If so, the alloy can have been natural. In addition, 
the unusually large number of counterstamps, which Bolin ignores, found on 
the coins of this series is indicative of some concern on the part of the public 
over the value of the individual pieces. 

Bolin has in effect created a house of cards built upon suppositions which are 
in no sense logically necessary. These suppositions will be debated for some time, 
and upon the outcome of that debate rests the final judgment of the value of 
the work. 





Howarp L. Apetson, City College of New York, American Numismatic Society 
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The Growth of British Industrial Relations, a Study from the Standpoint of 
1906-14. By E. H. Phelps Brown. London: Macmillan and Co. Ltd.; New 
York: St. Martin’s Press, 1959. Pp. xxxvii, 414. $9.50. 


The scope of this book is broader than the title suggests. The author looks 
back over a long period of history, even as far as the fifteenth century, to ex- 
plain the relationship between workmen and employers in the period immedi- 
ately before World War I. He also looks forward to see how events of the period 
1906-1914 influence the present. He focuses his attention on 1906-1914 because 
it marked a turning point in British industrial relations. The general election of 
1906 brought the Liberal Party to power, and this resulted in new social and 
industrial legislation. The outcome of large strikes in this period also affected sub- 
sequent policy toward industrial conflict. 

Mr. Brown notes that there are marked differences between the British sys- 
tem of industrial relations and the ones that have developed in other countries. 
For example, the British have no equivalent of the Taft-Hartley Act to quarantee 
the right of collective bargaining. On this point, he says, “Parliament has tried 
to leave combinations for collective bargaining outside the law just as it leaves 
the village cricket club out. . . . Such rules as there are in this field have come 
mostly by way of judicial decisions making shift to apply the principles of the 
common law and the current interpretation of the public interest” (p. 358). 

Brown set himself the task of looking into the historical reasons why the 
British system developed as it did. He is well qualified to do this as he holds 
the chair of Labour Economics at the University of London, and his previous 
training was in the fields of history and political science, as well as economics. 
He has an inter-disciplinary approach to his study. He has used government 
documents, and standard works, and also trade union publications, memoirs 
and novels to show the everyday lives of workers and their families and their 
relations with employers. He has synthesized the material skillfully, and pre- 
sented it in vivid style. The reader can feel the ache in the backs of the miners 
who have walked for half an hour through low tunnels to the mine face “bent 
like a half-shut claspknife” (p. 316). The book includes photographs and _poli- 
tical cartoons, like one of Sir George Askwith, ace conciliator, towering over 
the disputing parties. Twelve pages of biographical notes supply the facts about 
the varied dramatis personae. Sources are listed in detail, chapter by chapter. The 
section on arbitration might have included Ian G. Sharp, Industrial Conciliation 
and Arbitration (London: George Allen and Unwin, 1950), and M. Turner- 
Samuels, Industrial- Negotiation and Arbitration (London: The Solicitors’ Law 
Stationery Society, Ltd., 1951). 

The book is written from the point of view of a Briton explaining the British 
development to fellow Britons. The American reader will note the different 
terms used, such as “demarcation” where we would say “jurisdictional” dispute. 
Often the British words are expressive, as “knobsticks” for “less skilled workers.” 
The American reader may want to refer to the Ministry of Labour and National 
Service, Industrial Relations Handbook (London: Her Majesty’s Stationery 
Office, 1957) or even a British history book on occasion. Even if the American 
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should lack background at a few points, he will find the book very useful in giv- 
ing him an historical pattern to apply to modern British industrial relations, which 
seem so confusing when an American first tries to study them. 

Brown attaches great significance to the fact that unions developed by occu- 
pation, and that those of one craft joined those of the same craft in the next 
town, rather than those of a different craft in the same workplace. The unit of 
bargaining was the district and not the workplace. Between 1904 and 1906 the 
government had considerable success in ending major strikes by setting up 
formal arrangements so that a group of national unions could bargain with an 
association of all the employers in an industry. The British developed a philosophy 
that the best bargains were those made voluntarily by strong organizations of 
employers and unions, bargaining at a national level in a detached manner, far 
from the militance of the rank and file. Either regional or industry-wide bargain- 
ing is customary today. Brown emphasizes that agreements made at the national 
level merely cover basic terms and cannot cover many details that appear in 
American contracts, which are typically negotiated firm by firm. British working 
conditions are often governed partly by unwritten custom. Most British writers 
like Allan Flanders and B. C. Roberts admit the complexity of the British system, 
but point out that it is workable. It is especially interesting to note that Brown 
advocates that the British now turn their attention to making agreements by 
individual firms on the American pattern. This would permit arbitration of 
local-level disputes, and would give the workers a practical interest in advanc- 
ing productivity. He concludes that there were intelligible reasons in the course 
of history why the British system developed as it did, but that in another sense 
it was an historical accident, and that there is no “inherent repugnance of cir- 
cumstance” opposed to concentrating future attention on developing a “working 
partnership” at the workplace (pp. 366-67). 

Morrison HanpsakeEr, Lafayette College 


Zur Geshchichte der Produktivkrafte und Produktionsverhdltnisse in Preussen, 
1810-1933. Edited by Herbert Buck. (Publication of the Deutsches Zentral- 
archiv, Potsdam.) Berlin: Riitten und Loening, 1960. Pp. 958. 

Hardenbergs Umfrage tiber die Lage der Kinder in den Fabriken und andere 
Dokumente aus der Friithgeschichte der Lage der Arbeiter. By Jirgen Kuczyn- 
ski. (Vol. 8 of Die Geschichte der Lage der Arbeiter unter dem Kapitalismus.) 
Berlin: Akademie-Verlag, 1960. Pp. viii, 206. DM. 11. 

Birgerliche und halbfeudale Literatur aus den Jahren 1840 bis 1847 zur Lage 
der Arbeiter. By Jiirgen Kuczynski. (Vol. 9 of Die Geschichte der Lage der 
Arbeiter unter dem Kapitalismus.) Berlin: Akademie-Verlag, 1960. Pp. viii, 
305. DM. 16. 


Mr. Kuczynski boasts that the East German Republic has given rise to a new 
generation of archivists and historians who work hand in hand, the archivists 
helping to locate sources for historical study, the historians helping to evaluate 
archival material. Herbert Buck, an archivist, has produced in Zur Geschichte 
der Produktivkrafte . . . an invaluable guide to some sources for German eco- 
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nomic history. His book is an inventory of the contents of files taken from the 
Prussian Ministerium fiir Handel und Gewerbe and now available in Repository 
120 at the Merseburg branch of the German Central Archive. The material in- 
ventoried includes not only Prussian documents, the findings of royal commis- 
sions, official memoranda, and public petitions, but also annotated copies of gov- 
ernment statutes, reports and articles from foreign countries, especially from 
England. These documents have to do chiefly with trade regulations, labor re- 
lations, and social welfare legislation. Most of them date from the period after 
1850. A conventional subject-matter index will help a scholar pick his way through 
the maze of listings. Further help is provided by a geographical index of refer- 
ences to particular towns and districts, and a third index of references to in- 
dividual business firms. The editor warns that his inventory is indicative rather 
than exhaustive. But no scholar working on the social or economic history of 
Germany after 1810 should ignore this invaluable aid to research. 

The two latest volumes of Kuczynski’s serpentine history of working-class 
conditions under capitalism do indeed show his indebtedness to archivists and 
research assistants. In his eighth volume he has published three sets of documents 
which deal with working-class conditions in Germany between 1817 and 1848. 
His ninth volume is an anthology of selections from books and pamphlets on the 
same problem originally published during the 1840’s. These documents and ex- 
cerpts come down to us from government officials, academicians, publicists, and 
even businessmen. Kuczynski has brought them out now to show how the “semi- 
feudal” and “bourgeois” elements in German society gradually became conscious 
of an exploited and miserable proletarian class rising in their midst before the 
Revolution of 1848. He believes that all of this upper-class testimony to the 
hardships of the working class should silence the revisionist arguments that con- 
ditions at that time were not so bad after all. In his introductions and running 
commentaries, Kuczynski repeatedly expresses his astonishment that these mem- 
bers of the upper classes should have been so perceptive and so sympathetic to 
the downtrodden. Occasionally he explains these facts away by noting that in 
the dialectic of history the principal contradiction in early nineteenth-century 
Germany was between the epigones of feudalism and the power-hungry middle 
class. So each belabored the other with responsibility for the widespread social 
distress, and each sought to enlist the new proletariat as an ally. When this ex- 
planation will not serve, Kuczynski dismisses the evidence of upper-class sympathy 
for the poor as an “historical curiosity.” 

These two volumes illustrate once again the weaknesses of a rigid class in- 
terpretation of history. In his commentaries, Kuczynski continually forces the 
documents. For example, he calls attention to the fact that Hardenberg in his 
circular on child labor expressed concern that factory work might make Prussian 
boys unfit for service either as soldiers or as field hands. Kuczynski sees here 
proof that the Junkers made the Prussian Chancellor look out for their class 
interests. He shrugs off the fact that Hardenberg also expressed his concern 
that factory work would stunt the children’s development as human beings. 
Perhaps Kuczynski is correct in his assumption that the former concern was 
genuine, while the latter was bogus. But nothing in the document itself supports 
this assumption, nor does Kuczynski offer any external evidence for it. Another 
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weakness of Kuczynski’s method is his passion for taxonomy. Every viewpoint 
represented in these volumes comes bearing an appropriate label: “feudal,” “semi- 
feudal,” “bourgeois,” or some exotic mixture. Much of this labeling is highly 
inventive, but what purpose does it serve? Some of it is downright misleading. 
Friedrich Theodor Merckel, for instance, is identified as “semi-feudal” in out- 
look. But Merckel, the son of a Breslau linen merchant, educated at Halle where 
he was drilled in the political economy of Adam Smith, remained throughout 
his career as Oberprisident of Silesia a doctrinaire, laissez-faire liberal. 

As collections of material not easily available elsewhere, these volumes have 
some value quite independent of Kuczynski’s gloss. This is particularly true of 
volume 8, where the documents are complete in themselves. In volume g the hand 
of the editor is much too obvious, and the selections, taken from some thirty-two 
authors, are brief and repetitious. Moreover, anyone familiar with these authors 
will wonder why Kuczynski has included some and excluded others. Why did 
he bother to choose a passage from Heinrich Wilhelm Bensen’s Die Proletarier? 
Bensen, who taught school in a Bavarian backwater, got most of his ideas about 
the proletariat at second hand from writers such as Lorenz von Stein. In an 
appendix Kuczynski has reprinted a long selection from Franz Josef Buss’s cele- 
brated speech on social problems to the Baden legislature in 1837, a speech often 
called the first of its kind in German parliamentary history. But he ignores the 
articles of Robert von Mohl which inspired Buss’s speech. What, then, do these 
volumes prove? They should make clear that a great many Germans in the 
early nineteenth century were deeply concerned about social problems and in- 
terested in social reforms. These concerns and interests cut across class lines and 
through ideological positions. Kuczynski is more successful in establishing these 
facts than he is at interpreting them. In any event, simply recognizing the facts 
makes his views on German social history at this time considerably more accurate 
and more sophisticated than those of the American historian, T. S. Hamerow, 
who has recently assured us that between the middle-class radicals and the 
workers, there was “an impassable ideological gulf,” and that “there could be 
no bond of sympathy” between bourgeois liberals and the “hungry, brutalized 
masses of peasants and workers in Central Europe.” Ideological gulfs are rarely 
impassable, and social sympathies are rarely contained wholly within class lines. 
Certainly, in Germany before 1848 there were many bonds of sympathy between 
the upper and lower classes and the social ideologies which were later to be- 
come so inflexible had scarcely begun to harden. 

D. G. Rour, Brown University 


The Story of Investment Companies. By Hugh Bullock. New York: Columbia 
University Press, 1959. Pp. xii, 305. $5.95. 


This is a semi-popular history of American investment companies, sometimes 
called investment trusts. The book is “by no means an exposition for beginners” 
(p. vii). The author is president of one of the older and larger investment com- 
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panies and the son of that company’s founder, Calvin Bullock. It is not easy to 
classify this book, for it is not a business history of one firm told against an in- 
dustry background. Nor is it a peek behind the scenes: “for colorful and juicy 
tidbits, the reader will have to look elsewhere” (p. 117). Neither is this a primarily 
scholarly history of the industry; for that the reader would do better to read 
the 1939-1942 Security and Exchange Commission reports mentioned in the 
bibliography and pour through the annual editions of Investment Companies 
published by Arthur Wiesenberger and Company since 1940. In doing so he 
would not be misled by several inaccuracies that have disturbed Mr. Bullock’s 
competitors. To cite just one, Investment Managers Company (founded in 1924) 
did not disappear permanently into the Irving Trust Company in 1929 (p. 71) 
but shortly re-appeared and is today, as Investors’ Management Company, man- 
aging several mutual funds that are among Hugh Bullock’s chief rivals. Never- 
theless Hugh Bullock’s judgments concerning the industry will interest any 
present-day or future student of investment companies because of his high stand- 
ing in the industry, the role that he has played at times in its reformation, notably 
around 1940, and because of his lifetime of experience with investments. 

The book contains eleven chapters, including one each on British and Canadian 
companies, a glossary, an eight-page bibliography, lengthy appendices listing 
the investment companies in various eras and lands, four representative annual 
reports, five pictures of industry leaders, three charts, and an index. The first 
investment company was The Foreign and Colonial Government Trust founded 
in London in 1868 (p. 2), but Mr. Bullock regards Robert Fleming, a Scotsman, 
as the father of investment trusts. In those early days, indeed down to the 1930’s, 
the line between holding companies, with policy control designs, and invest- 
ment trusts, was not as clear as it is today. Investment trusts grew too rapidly 
in Britain in the late 1880’s; then the Baring crises of 1890 eliminated many of 
them. In the United States the Massachusetts Investment Trust, founded in 1924, 
is often spoken of as the first, although Mr. Bullock cites the Boston Personal 
Property Trust (1893) and others. In the 1920’s the closed-end trust, usually 
with some leverage shares, was the most common. About 1929 genuine invest- 
ment trusts had about $4.5 billion of assets (p. 177). The most famous was the 
ill-fated Goldman Sachs Trading Corporation. There were as yet few open-end 
companies. The losses attributable to the 1929 crash, to leverage operating in 
reverse, bad judgment, and some questionable ethics gave all investment trusts 
a bad name about 1930. Then a few alert individuals, such as Floyd Odlum, 
helped themselves and others by astute salvage operations. 

Early in the 1930’s the unit or fixed trust had a brief heyday, but it was too 
inflexible. After 1932 the open-end investment trust grew in prominence. In 
1940 the Securities and Exchange Commission and leaders of the investment 
trust industry together drew up the Investment Company Act of 1940 to pro- 
vide the policing that the industry had never been able to give itself. The name 
investment company replaced investment trust, and “mutual fund” became the 
name for an open-end company. The industry’s assets grew from $1 billion in 
1940 to $19 billion in 1960 and the number of companies steadily increased. 

Donato L. Kemmerer, University of Illinois 
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Slavery in Ancient India. By Dev Raj Chanana. Pp. xviii, 203. New Delhi: Peo- 
ple’s Publishing House, 1960. Rs. 10. 


The history of ancient India has been a subject of extensive study over the 
last several decades. The mass of literary, epigraphic and numismatic material 
unearthed so far has given us what may be regarded as a firm outline of the 
sequence of events and periods in the history of ancient India. The case with 
the social and economic history of this period, however, is not as satisfactory for 
works on these aspects, especially the economic history of ancient India, are still 
neither as numerous nor as critical as may be desired. For a long time the writ- 
ing of the pre-British period of Indian history has seen liberal use of a few strik- 
ing clichés like “Golden Age” which surprisingly reappear even in works 
purporting to be a critical “History and Culture of the Indian People” running 
into several ambitious volumes! Happily, however, the younger generation of 
Indian scholarship has realized that such currency has rather worn thin, and 
that the gold which allegedly forms the major part of the content of the history 
and culture of the Indian people appears rather tarnished under objective and 
critical examination. It is heartening to see this younger generation at work and 
producing volumes which do not suffer from this “Golden Age” bias and strive 
to be objective and scientific. 

Dev Raj Chanana’s Slavery in Ancient India is a welcome addition to the 
rather scanty literature on the economic institutions and history of ancient India. 
The work is in seven chapters, of which the first two trace the antecedents of 
slavery in the Indus and Vedic cultures and the rest attempt to trace the history 
of the institution through the “Buddhist” period up to the beginning of the 
Christian era. The sources used are the books of the Pali Tipitaka and com- 
mentaries thereon, and Sanskrit works like the two epics, Dharmashastras and the 
Arthashastra, The author’s main thesis is that slavery in one form or another 
existed throughout the period under review, though this slavery did not play the 
same economic role in ancient India as it did in classical Greece and Rome. This 
thesis is unexceptionable and is supported by the mass of evidence so diligently 
marshalled by the author. It is conceivable that certain parts of this thesis, like the 
destruction of the oligarchies leading to the disappearance of the aristocracies 
and the elimination of institutionalized slavery involved whole classes of popu- 
lation (pp. 43-44), may be argued about, for the evidence adduced by the author 
in support of such rather sweeping contentions is not as clear as one would expect. 
But the picture he has drawn is fairly clear and consistent, and for this he de- 
serves praise. 

Attention may be drawn to a few instances of hasty generalizations and un- 
satisfactory documentation. The author, for instance, refers to a term—dasera— 
for slave (p. 34), against which there is the footnote number 50 which is referred 
to page 69 where, however, there is no explanation as to the authority on which 
the author cites this term as a term for slave. Similarly, on p. 37 the term 
jnyatidasi is explained as a slave given as part of dowry at the marriage of a 
daughter, whereas on p. 70 the same term is indicated in a way showing that 
the author is not quite clear about its meaning. Surely the author, in his reading 
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of Buddhaghosa, must have come across the comment—pitupakkhiya nyatayo- 
matupakkhiya salohita! The author is also liable to be criticized when he vaguely 
refers to the “Buddhist tipitaka” (p. 37) or “Buddha in the tipitaka” (Jbid.), or 
when he argues that slavery was ancillary to the early Buddhist monasticism 
(pp. 81-83), or when he includes khatta and dovarika in the list of slaves (p. 50), 
as instances where there is a weakness for sweeping generalizations resting on 
shaky and uncertain evidence. On p. 46 the term natakaitthi is supported by a 
reference to the Vashisthadharmasutra which refers to an altogther different 
thing. Such irrelevant or wrong instances of documentation could be further 
cited, but this is enough as a fair sample. One tends to feel that the author is 
rather on uncertain ground in his use of Pali texts when one reads forms like 
kutipurise which should obviously be kutipurisaa! There is a fondness for speak- 
ing of sociological entities like classes without making clear the economic and 
social implications of the terms used. In quite a few cases the impression gathers 
strength that the author is trying to fit his evidence within the four corners of 
a preconceived social and economic theory without realizing that this can be 
done only by stretching the evidence too far and doing violence to it. 

These criticisms apart, the work is very useful for its comprehensive treatment 
of a subject hitherto either dismissed in a parenthesis or a footnote in works 
purportedly discussing the social and economic conditions of whole ages. A 
good deal of work in collecting material and marshalling facts has gone into the 
making of this volume, and in spite of some drawbacks the volume fulfills a 
very real need. As a source book of material on slavery in ancient India the 
work is noteworthy, and it is hoped that when it is time to issue a new edition 
the few misprints and instances of weak and unsatisfactory documentation will 
be corrected. 





B. G. Goxuatt, Wake Forest College 


The Ports of the Exe Estuary: 1660-1860. By E. A. G. Clark. Exeter: The Univer- 
sity of Exeter, 1960. Pp. 247. 25s. 


This book is an abridgment of a doctoral thesis, and it still bears the unmis- 
takable marks of its origin. It is a study, as its title suggests, of the shipping and 
trade of the Exe estuary during a period of two centuries which largely preceded 
the railway age. It was a time when a multitude of little ports around the English 
coasts enjoyed a high degree of prosperity. The volume of trade was growing, 
and land transportation had not developed to the point of attracting it to a few 
well-located ports. It was a period, also, before the West-of-England cloth in- 
dustry had declined before the competition of that of Yorkshire, so that the 
hinterland of the Exe ports was to some degree industrialized. 

The book has a twofold theme: first, the physical conditions in the estuary 
itself and the attempts to alter the conditions of navigation to accord with the 
increasing size of vessels, and, second, the nature of the trade and its relation- 
ship to the products and the requirements of the hinterland, which made up 
much of the county of Devon. The two themes, intricate in themselves, are 
woven together with considerable skill. In its broad outlines the record is a 
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familiar one: the replacement of the port at the head of the estuary by others 
more favorably situated to receive vessels of increasing burden. But the author 
demonstrates how complex so apparently simple a process is in fact. The city 
of Exeter, aided by a canal and sometimes also by high spring tides and the cost 
of road carriage to its rivals lower down the estuary, managed to retain a signi- 
ficant volume of trade until the end of the period with which this book deals. 
Indeed, it was the ports lower down the estuary that were the first to lose out 
with the coming of the railroads, while Exeter’s share in the total traffic increased. 
Ultimately, the port of Exeter itself succumbed to the competition of the railroad. 

The export trade of Exeter was dominated by serge cloth, and the rest was 
made up mainly of wheat, barley and timber. The cloth went largely to con- 
tinental markets, of which the Low Countries and Spain were the most important. 
It had always fluctuated greatly, and never recovered from the prolonged loss 
of markets occasioned by the Revolutionary and Napoleonic Wars. The grain 
and timber surplus diminished. It was not altogether a matter of the railroads 
replacing coastwise shipping; the trading basis of Exeter’s hinterland itself col- 
lapsed. 

The author presents an extraordinarily clear picture of the vicissitudes of the 
ports and of their trade, in the course of which he never loses sight of the fact 
that it is the narrow, shifting channel of the Exe that really holds the key to the 
fortunes of its ports. 

Norman J. G. Pounps, Indiana University 


The Brokage Book of Southampton, 1443-1444. Vol. I. Edited by Olive Cole- 
man. (Southampton Record Series, IV.) Southampton, England: The Univer- 
sity Press, 1960. Pp. xxxviii, 148. 42s. 


Some twenty-seven “Brokage Books” of fifteenth-century Southampton have 
survived and one, that for 1439-1440, was edited by Miss B. D. M. Bunyard for 
the Southampton Record Society in 1941. The intention to make it the first of 
a series was frustrated by war, but the project has now been revived in the South- 
ampton Record Series published by Southampton University. The present 
volume is the first fruit of this enterprise. It contains about half the text of the 
1443-1444 register and an introduction analyzing its contents in the light of the 
material contained in, and the trends revealed by, the remaining fifteenth-century 
“Brokage Books.” A second volume will contain the rest of the text, statistical 
tables, a glossary and presumably an index. 

Miss Coleman has presented her text with an admirable clarity which the im- 
portance of the record deserves. The “Brokage Books” record the charges paid 
on goods passing in and out of Southampton by land in carts or on packhorses. 
The character of the charges themselves is explained by Miss Coleman; but of 
greater significance to the general economic historian is the fact that the entries 
give details of the merchandise carried, the owners of goods, the destination of 
outward traffic and (less completely) the sources of goods coming into the 
town. The “Brokage Books” do not, of course, give a total picture of South- 
ampton’s trade: apart from their incompleteness regarding incoming trade, they 
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tell us nothing of river- and sea-borne traffic, and it may be we ought to make 
more allowance than Miss Coleman does for outgoing goods carried by local men 
on foot. Nonetheless, their importance is still considerable. It is fairly easy to 
view the overseas trade of late-medieval England in fairly precise quantitative 
terms, but it is very seldom possible to envisage internal trade equally precisely. 
The Southampton “Brokage Books,” however, do permit us to do this up to 
a point for one important center of distribution. We can measure the flow of 
wine to ecclesiastical and consuming centers like Canterbury, Winchester, Salis- 
bury and London; of spices taken by Italians, particularly to London; of dyestuffs 
and mordants again to Salisbury and London, but later also to new clothing 
centers in Wiltshire and Dorset, or to Coventry becoming famous for its “blues,” 
or even to Kendal in the remote Lake District. If it is not always possible to 
establish so complete a picture of the return traffic in wool, cloth, hides, grain 
and malt, even here there are rough and general indications of the character of 
the trade Southampton attracted and of the range of territory it placed under 
contribution. For these reasons there are good grounds for welcoming the present 
volume and keenly anticipating its successor. The statistical analysis of the data 
contained in the 1443-1444 and other fifteenth-century “Brokage Books” will 
be of particular value, for we shall then be able to picture the overland trade 
focused upon one English town of the later Middle Ages with a completely new 
precision. 





Epwarp Miter, St. John’s College, Cambridge 


Lettres Marchandes D’Anvers. Volume I, Introduction. By Vazquez de Prada. 
Paris: S.E.V.P.E.N., 1960. Pp. 358. 


This first volume of a projected three-volume work, modestly entitled Intro- 
duction, is in itself a valuable study of international trade and finance as they 
focused in and radiated from Antwerp in the second half of the sixteenth century. 
The study rests primarily on information derived from the massive correspond- 
ence of Simon Ruiz, merchant of Medina del Campo, city of the great fairs, who 
from small beginnings built an extensive and intricate commodity trade reach- 
ing, either directly or through the great emporium on the Scheldt, most of the 
commercial cities of Europe, and linked with the rich trade from overseas flowing 
into Lisbon and Seville. As Ruiz became rich he ventured upon cautious specu- 
lations in exchange and marine insurance, and participated in certain of the 
contracts (asientos) between the necessitous royal government in Madrid or 
the no less necessitous viceregal government in Flanders, and syndicates of mer- 
chants who could be induced. to advance money to the Crown. When he died 
in 1597 he left a part of his large fortune to establish a home for the needy in 
Medina, and there his papers were stored until their transfer in 1947 to the pro- 
vincial archives at Valladolid. The heroic labor of arranging and classifying 
them has been supervised by Henri Lapeyre, who in several of his published 
works has demonstrated the value of the Ruiz correspondence for the history of 
trade and credit. The entire archive comprises some 50,000 letters and a variety 
of business records. Volumes II and III, already in press as this review is written, 
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will contain 2,700 letters and documents, most of them in their entirety. In the 
main these are not letters written by Ruiz but, as the title indicates, those ad- 
dressed to him by factors and other correspondents in Antwerp in reply to his 
instructions or to inform him of events or reports affecting the business outlook. 
The language is usually Spanish, but with occasional intrusions of French, Italian 
and Portuguese expressions. Even in this preview the correspondence promises 
to be richly informative. Except for the years 1558-1563, and for the year of 
Ruiz’s death, 1597, the sequence is virtually uninterrupted, the regular corre- 
spondents writing usually once a fortnight. During the greater part of Ruiz’s 
business life he directed his own affairs. He was successful, perhaps affluent, but 
was never a member of the towering or tottering consortiums formed by rings of 
merchants in Flanders and Italy. He shunned the great risks, and his name is 
absent from the interesting list of bankruptcies compiled by the editors for the 
years 1561-1606. Among his contemporaries he would seem to have enjoyed a 
reputation for exceptional probity. 

I am unwilling to close without a tribute to the admirable range and thorough 
scholarship of the author of this Introduction and those who have assisted him 
in a formidable and complex task. The importance of Antwerp as commodity 
and money market in this century has long been recognized and often analyzed. 
Historians of the period will be grateful, however, for the brief, lucid chapters 
on various aspects of Antwerp’s economic life in this period. They will be grateful 
also for the serviceable bibliography and annotations; for the Appendix which 
provides a kind of Who’s Who identifying the more important firms, families 
and individuals operating in Antwerp in Ruiz’s time; and finally for the tables 
supplying in easily consultable form data on weights, measures and currencies; 
freight, insurance, and exchange rates; customs duties and commodity prices; 
and the dates, terms, and participants in the asientos concluded in Flanders. These 
features will greatly enhance the interest and value of the letters. 

Viotet Barzour, Vassar College 


The Sun Insurance Office, 1710-1960. By P. G. M. Dickson. London: Oxford 
University Press, 1960. Pp. xiv, 324. 45s. 


Mr. Dickson has given us a superior account of the Sun Insurance Office, the 
world’s oldest independent insurance company. His work reminds us of under- 
writing’s special importance to economic history. There is scarcely a business 
activity so venerable, so marked by company continuity, so ramified in its im- 
pact upon the economy, or so fulsomely blessed with entrepreneurial records. 

The experience of the Sun Office illuminates substantial portions of England’s 
modern economic development. It appeared as a fire insurance firm in 1710, a 
reflection of the rising worth of commerce and enterprise in Queen Anne’s Eng- 
land. Created by an entrepreneurial freebooter, Charles Povey, the Sun in 1720 
passed into the hands of more respectable managers. Its managerial and market- 
ing growth in the eighteenth and nineteenth centuries make it an exemplary case 
study of entrepreneurial systematization. The Secretary became the embodiment 
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of continuous company authority; regularized agency organizations and rate 
schedules were established; that seemingly inevitable adjunct of longevity, a 
decline in profits, appeared in the late 1700’s and the early 1800’s. An increasingly 
complex economy demanded more diverse types of insurances; and in 1810 the 
Sun Life Assurance Company was established as a separate office. 

The most spectacular nineteenth-century development in the Sun Fire Office 
was the rise of a substantial overseas business—very much a part of England’s 
imperial era. Twenty-eight overseas agencies existed in 1859; eighty-two by 1880. 
Exotica such as Chateaux Lafite and Latour, and a Spanish bull ring, came 
under the company’s coverage. A substantial United States business by the late 
1880’s suggests that, in fire underwriting as in other technical sectors, the bur- 
geoning American economy needed to draw upon English experience. 

The year 1891 serves as a benchmark of the Sun’s emergence as a modern 
enterprise. That year’s Sun Insurance Office Act broadened the firm’s stock base, 
liberalized the qualifications for its directorate, and expanded its powers to do 
business. Suggestively, the demands of foreign regulatory authority spurred this 
formalization of the Office’s previously haphazard corporate structure. 

Although Mr. Dickson’s book does not touch the twentieth century beyond a 
brief postscript, the Sun Office’s more recent experience conformed to the older 
pattern: steadily broadening coverage; continuation of the overseas business; 
growing professionalization of the firm’s management. But even the Sun could 
not be impervious to the special pressures on contemporary business activity: 
after Mr. Dickson’s manuscript went to press, the Office merged with the Al- 
liance Assurance Company. 

Dickson tells this story well. True, the promise held out in the Foreword of a 
synthesis of the Sun’s story with the broader economic history of its time is not 
always fulfilled. Especially does he fail to examine the firm in the context of 
eighteenth-century British company history. But he more than makes up for this 
with his informative analyses of the Sun Office’s eighteenth- and nineteenth- 
century investment experience, the evolving relationship between directors and 
shareholders, and the social backgrounds of policyholders, agents, shareholders, 
and managers. 





Morton Ketter, University of Pennsylvania 


Annali (Journal of the Istituto di Storia Economica e Sociale, Universita degli 
Studi di Napoli). Vol. I. Naples, 1960. Pp. 470. Lire 5000. 

Il Banco dello Spirito Santo dalle origini al 1664. By Carlo di Somma. (Publication 
of the Istituto di Storia Economica e Sociale, Universita degli Studi di Napoli, 
Biblioteca degli “Annali”.) Naples, 1960. Pp. 96. Lire 1000. 


Italy has never lacked its scribes; quite the opposite. But until the present gen- 
eration, there have been few economic historians—Sapori, Luzzatto, and Pugliese 
are among them—whose writings have been comparable in focus or excellence 
with those originating outside Italy. Particularly since World War II, however, 
there has been a freshened and changed outlook. Regional studies still abound; 
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but their earlier provincialism has been replaced steadily by an aim—if results 
are any indication—to understand and to piece together, rather than to “justify,” 
Italy’s past; a past which, because it is in pieces, requires regional analysis. In 
brief, sterile doctrinal controversies and narrow patriotism are giving way rapidly 
to attempts to understand without prejudice the why, the what, and the how of 
social and economic relationships and processes. 

It is in this spirit, apparently, that a new Italian journal of economic and social 
history has been born. If the first issue is an indication of things to come, the 
Annali—still evidencing lingering signs of the older tradition—will be concerned 
in largest part with the economic and social history of southern Italy, to a lesser 
degree with methodological and analytical questions, and to a minor extent with 
popular articles. 

Like some other Italian journals, the Annali contains some articles of mono- 
graph length. One of these, by Carlo di Somma, discussed separately below, was 
indeed published simultaneously as a monograph. Another “article,” and an ex- 
cellent one (by Domenico Demarco, the journal’s editor), “The Fall of the 
Kingdom of the Two Sicilies. 1. The Social Structure,” runs over two hundred 
pages. Both di Somma’s and Demarco’s articles are works of patient and valuable 
scholarship (and presumably Demarco will go on with his analysis in later issues). 

Two other articles, both by Americans, are of a different order. “The American 
Economy in the Atomic and Automation Age,” by Leonard J. Arrington, and 
“The History and Development of American Trade Unionism,” by Irwin Sobel, 
whatever their merits of exposition may be, should more properly be found in a 
popular, albeit serious, magazine, rather than in a professional journal. 

There are three articles in addition to those already noted: an engaging essay 
by Armando Sapori, recalling his development as a historian, principally through 
those (Salvemini, Luzzatto, Sombart, Pirenne, and Febvre) who most influenced 
him; a brief article on the history of social movements, by Denise Fauvel-Rouif; 
and an analysis of Marx’s treatment of the division of labor and the industrial 
revolution by Aurelio Macchioro. There are also book reviews of modest length, 
about half of them concerned with Italian social and economic history, and the 
rest with historical developments outside, or at least not confined to, Italy. 

Neither an announcement nor a prospectus accompanied my copy of Volume I 
of the Annali, so whether or not the unevenness noted above will persist, or even 
how frequently the journal will appear, cannot here be said. 

Carlo di Somma’s article-emonograph on the Banco dello Spirito Santo is an 
excellent addition to the history of banking, as well as to the economic history of 
southern Italy. He distinguishes between the monte dei poveri or Pietd, essentially 
pawnshops, and the public banks, both existent in sixteenth-century Naples. Al- 
though the bank under consideration was begun by the religious brotherhood 
from which its name derives, it became a public bank—a bank of deposit and 
exchange. Di Somma traces the bank’s history from its founding in 1590 up to 
1664, and furnishes us with not only a careful view of the technical operations 
of the institution, but also the economic and political environment within which 
the bank took on its forms and functions. 


Dovctas F. Down, Cornell University 
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Die Grundlagen des Historismus in der deutschen Nationalékonomie. By Gott- 
fried Eisermann. Stuttgart: Ferdinand Enke Verlag, 1956. Pp. xv, 249. DM 25 
or 28 (bd). 


This is essentially a study of the older historical school in Germany, more 
precisely still of W. Roscher, Bruno Hildebrand, and Karl Knies, with a briefer, 
but very interesting, chapter devoted to Adam Miller and Friedrich List. The 
organization of the book is simple. An introductory chapter relates German 
economic historicism to the “Enlightenment” and the romantic school. The bulk 
of the book is divided into two parts. The first, consisting of four chapters and 
the discussion of Miiller and List, is devoted to “the pre-conditions of the de- 
velopment of economic historicism in Germany” and deals successively with the 
political, the economic, the social, and the intellectual background. The second 
part of the volume, entitled the “older historical school,” consists of three chapters 
devoted to the presentation of the work of Wilhelm Roscher, Bruno Hildebrand, 
and Karl Knies. A brief summary completes the volume. 

Since there is ample literature available, particularly in the German language, 
on the German historical school—the author himself refers to the recent publi- 
cations of Stavenhagen, Eduard Heimann, and Carl Brinkmann—a new publica- 
tion on the subject needs some justification. The approach of the author—it comes 
mainly under the heading of Wissenssoziologie—can hardly be said to represent 
a new departure; however, the author’s interpretation of the older historical 
school differs from the conventional version, Eisermann regards the older his- 
torical school as an expression of the specifically German version of liberalism 
rather than as a conservative system of thought. German liberalism is seen as an 
ideology struggling at the same time against the “alien” liberalism of the English 
classicists and the conservatism of the feudal classes as well as against the socialist 
theories whose objectives went far beyond the destruction of the feudal order. 
It is this war on two or three fronts at the same time which characterizes the 
peculiar situation of the German middle classes and is reflected in the writings 
of Roscher and particularly of Hildebrand and Knies. While Roscher may more 
readily be classified as a liberal conservative, Hildebrand and Knies were typical 
“Forty-eighters.” 

The second aspect in which the present volume may lay claim to originality 
is its analysis of the scientific method or lack of method employed by the his- 
toricists. As the author points out, there is no “historic method” discernible in 
their works, at the most a historic point of view. The theoretical structure which 
they presented in their teaching is simply that of Smith, Ricardo and their disciples: 
the famous “Verein fiir Sozialpolitik” which the younger historicists may be said 
to have sponsored, operated with a kind of “case method” and a much-vaunted 
lack of theory—which in reality meant a naive, uncritical and internally incon- 
sistent theory. 

For the economic historian the German historicists are particularly interesting 
as the authors of a theory—or, more correctly, as Hoselitz has shown, of various 
theories—of stages of economic development. In the case of Roscher this was 
merely the faint beginning of a classificatory system. 
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List, Hildebrand and Knies—and particularly the younger German historical 
school—had more elaborate classifications of economic stages, but the lack of 
essential elements would hardly justify applying the label of “theory” to these 
constructs. The present author has little to add to what is commonly known on 
this subject, but he may rightly claim that this aspect of the work of the German 
historicists was of secondary importance for his investigation. 

From the point of view of the history of economic doctrines, this very com- 
petent book is a welcome addition to our present knowledge. Specialists on Ger- 
man history will also read it with profit, though hardly with surprise. 

Apo.F SturMTHAL, University of Illinois 


The Jews of Perpignan in the Thirteenth Century. An Economic Study Based on 
Notarial Records. By Richard W. Emery. New York: Columbia University 
Press, 1959. Pp. vili, 202. 


Seventeen notarial registers of Perpignan, the residue of an original collection 
of 1,000-2,000 such volumes compiled during 1261-1287, constitute the primary 
source of Emery’s study. Analytical tables and summaries accompany and illus- 
trate graphically his investigations. Several appendices discuss in turn a non- 
Jewish financier Arnaldus de Codaleto, the value of money in thirteenth-century 
Perpignan, and the economic role of the contemporaneous Jews of Montpellier. 
The work concludes with the publication of 139 selected documents in Latin, 
a general index and a special index of Perpignan male Jews. 

Richard Emery’s study is exemplary in several respects. He does not hesitate to 
ask difficult questions. Then with skill and good judgment he makes his sources 
yield significant answers. Industriousness, mastery of the material and well- 
founded conclusions are the hallmark of his work. 

The Jewish community consisted of approximately one hundred families in 
thirteenth-century Perpignan, a flourishing town of expanding commerce and 
industry where capital was relatively scarce. According to Emery their livelihood 
derived, virtually to the exclusion of every other source, from loans at interest 
to non-Jews of the countryside and, more especially, of the town. The more pros- 
perous craftsmen, in particular the cloth dealers, relied heavily on their credit. 
Their loans were secured by notes of indebtedness and, for smaller amounts, by 
gages. On occasion individuals and the Jewish community (the Aljama) borrowed 
from non-Jews. There was a significant proportion of bad debts among the 
loans owed to Jews. Creditors’ risks were further increased by frequent cita- 
tion of Jews before ecclesiastical courts on charges of “usury.” Emery concludes 
that the maximum legal interest of 20 per cent was quite moderate. In general the 
credit advanced by the Jews performed a major function in the town’s economy. 

It is possible that Emery overemphasizes the reliance on money-lending as the 
exclusive livelihood of this community. The ritual and legal needs alone of a 
population of one hundred families would require the services of several crafts- 
men and professionals. The sources identify Jews as butchers, metal workers 
and a courtier (or broker). A physician is known whose son became court physi- 
cian of Aragon. Emery’s sweeping denial of a single citation of a Jew as tailor in 
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the sources needs qualification. I hold the microfilm of a Perpignan document 
dated in July 1373 which is the Latin record of the civil obligations in the Hebrew 
marriage contract (quesubba) of Praeciosa daughter of Jusse abram sartre Judie 
quondam perpiniani. Emery acknowledges an increase in the number of Jewish 
craftsmen in the fourteenth century. The author would have increased the 
utility of the documents he publishes had he placed the usual brief summation at 
the head of each. 

A notarial register consisting exclusively of the financial operations of Arnaldus 
de Codaleto of Rivesaltes during the years 1276-1287 permits monographic treat- 
ment of this non-Jewish entrepreneur. He handled considerable sums of money 
for the account of the monastery of Lagrasse and of secular persons as well. He 
invested in a large number of enterprises the capital of other people placed with 
him as demand or time deposits. He placed funds with merchants trading abroad, 
assumed all risks and received 75 per cent of the profits. Extant acts add up to 
32,000 s. the amount of other people’s money which Arnaldus held on promise 
of annual dividends, interest or 75 per cent of the profits. He operated with slim 
reserves and was therefore dependent on short-term loans from Jews to meet 
exigencies that required cash. Arnaldus was representative of a class of business 
men of his age. 

Richard Emery has amassed interesting and significant data in brief compass. 
It is hoped that he will continue to sift, edit and interpret the numerous manu- 
script materials from Perpignan in his possession. 

ArTHuR J. ZUKERMAN, City College of New York 





Poemi omerici ed economia antica. By Amintore Fanfani. (Biblioteca della 
rivista Economia e storia: 4.) Milan: Dott. A. Giuffré, 1960, Pp. viii, 142. L. 
1200, 


After a short introductory chapter on the decipherment of the Linear B 
tablets, Fanfani devotes three chapters to economic features of the Iliad, the 
Odyssey, and Hesiod’s Works and Days. The fifth and last chapter pretty well 
abandons the Greek poets and gives a short sketch of the rise and decline of 
economic unity in the Mediterranean until the discovery of the New World 
ended the “Mediterranean Era” in economic history. The chapters dealing with 
Homer are the longest, making up nearly two thirds of the book. However, 
as Fanfani notes in his preface, the scope of this work is rather larger than the 
title indicates. 

In his Homeric chapters, Fanfani is handicapped by the fact that the Homeric 
poems are not ideal documents for providing economic data. The Iliad portrays 
a society at war and most of its action takes place on the battlefield or in a 
military encampment of invaders in a foreign land. Oddly enough, however, 
on a number of topics the Iliad affords more economic data than the Odyssey, 
mainly because of its far more numerous similes. A difficulty which pervades 
both poems is the unreliability of Homeric statistics. As a poet, Homer probably 
exaggerates at times, he often prefers to give a precise number instead of some 
vague word like “many,” but without meaning for us to take the precision of 
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such a figure seriously, and he almost certainly often chooses a number mainly, 
or entirely, because it is metrically convenient. 

Fanfani’s Homeric and Hesiodic data are in general correct, though there 
are a number of disturbing errors in details. To take only one example of many, 
the treatment of horse riding is inaccurate, particularly in saying that the 
Odyssey presents an advance over the Iliad and refers to the use of cavalry in 
war (pp. 74 and 94). Fanfani’s statement that the horse is not mentioned in 
Hesiod’s Works and Days is correct only if two lines are eliminated from the 
text (p. 101). They probably should be, but a note would have been in order 
here. Fanfani is also unjustifiably confident about geographical identifications: 
Homer does not locate Scylla and Charybdis in the Tyrrhenian Sea. It is an 
overstatement to say that the Odyssey speaks of Sicily and Southern Italy “in 
modo ancora incerto e confuso”; it is not certain that it ever speaks of these 
regions at all (p. 53). There is no reason to feel sure that Thrinacia is Sicily, 
that the Cyclopes lived in the Gulf of Naples, or that Lotophagia produced fine 
dates. 

The specialist in early Greek poetry will, I think, have little occasion to turn 
to Fanfani’s book, but I should imagine that the economist might find it a 
useful up-to-date summary account, though he would do well to check Homer 
and Hesiod before building an elaborate theory on Fanfani’s data. The Homerist 
will be pleased to see a Prime Minister of Italy continuing the tradition in- 
augurated by the Prime Minister of England in the last century (Gladstone) 
and turning his eyes from current problems to the distant world of Homer. 

Freperick M, ComBe.iack, University of Oregon 


The Union Pacific Railroad: A Case in Premature Enterprise. By Robert W. Fogel. 
(Johns Hopkins University Studies in Historical and Political Science.) Balti- 
more: Johns Hopkins University Press, 1960. Pp. 129. $3.50. 


Above all, this book deserves praise. Robert Fogel has added another volume 
to that slender list of economic analyses of history. By using the tools of economic 
theory—and rather simple tools at that—he has given us a clearer understanding 
of the significance of the Union Pacific Railroad in 119 pages than dozens of 
authors and thousands of pages have managed to convey in almost a century. 

This does not mean that Fogel has answered all the questions, and as we will 
see, I have some serious reservations about one major point. Nevertheless, the 
dominant impression of the book is brevity, cogency and clarity of exposition. 
While the book is devoid of images of heroic entrepreneurs and venal financiers, 
it has intellectual charm of its own in the fresh interpretation of notoriously mis- 
interpreted facts. 

Basically, Fogel is interested in the “paradox” that underlay all discussion of 
the Union Pacific project. The road was, as everyone concerned admitted, not 
profitable under the normal private calculus. On the other hand, the nation— 
and in particular those areas which would be served by the railroad—could recog- 
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nize the tremendous benefits which could be gained by the users—benefits which 
the road could not fully appropriate. In the pragmatic and nationalistic spirit 
of the time, the solution seemed simple. The people, organized as their nation, 
must lend a hand to encourage the entrepreneurs. There was little conflict on 
this major point: most of the political wrangling dealt with routes, amounts and 
type of aid. 

The final solution was land grants and government bonds equal to 50 per cent 
of the expected cost of construction. In Chapter III, Fogel brilliantly analyzes 
the “scandalous” construction of the road and finds it to be hardly scandalous 
at all. The promoters certainly profited—and handsomely—but Fogel’s verdict 
is that this was not a risk-free grab of public money. By a number of ingenious 
tests he shows that the returns earned by the promoter were not nearly so ex- 
orbitant as historical writing would have us believe. In performing these tests 
he casts light not only on the Union Pacific but on entrepreneurial attitudes to 
risk in historical times. 

In the last chapter, Fogel turns to an evaluation of the social returns to the 
Union Pacific. It is here, I think, that his love of paradox has led him astray. 
Having concluded that the Union Pacific would have been a failure as an enter- 
prise even if the promoters would have been punctilious, he proceeds to show 
that a “conservative” estimate of social returns is overwhelmingly large relative 
to costs. His first step is to “deflate” private returns by dividing by a price index. 
Since prices fell sharply, deflated profits are substantial. The “kicker” in the 
argument, of course, is that the Union Pacific was not the only road hurt by the 
declining price level. If other firms’ profits are similarly deflated, the procedure 
does nothing for the Union Pacific’s relative attractiveness. 

The more startling result which Fogel overlooks is that the Union Pacific would 
have been a profitable venture if the United States had not deflated. It was not 
“premature” at all, and the villain of the Union Pacific’s bankruptcy, contrary 
to his earlier claim, was the Resumption Act rather than an inadequate subsidy. 

Finally, Fogel tries to estimate the non-appropriable returns by calculating the 
change in value of the land served by the railroad. The validity of the approach 
is incontestable, but I have serious doubts about the calculations. The key element 
is the question: how much would the land have appreciated in the absence of 
the road? Fogel decides that it would have risen as much as the average of all 
United States farm land. Surely, this is grossly wrong. Over two thirds of the 
increase in value was in Nebraska. It was close to the Missouri River and to the 
developing market between the Missouri and the Mississippi. It became cattle 
country, and cattle were particularly mobile farm products. We know that Texas 
sold cattle to northern markets before the railroad: surely Nebraska would have 
been cattle country even without the railroads. (In fact, the Texas cattle drive of 
1867, occurring at the same time as the first of a series of bad crops in Europe, 
probably helps to account for the sudden popularity of the railroad’s bonds in the 
fall of 1867.) 

Along much of the route of the railroad the value of livestock was equal to 
that of the land itself, as opposed to a figure of 14 per cent for the nation as a 
whole. The population of the area increased tenfold. Surely the productivity of 
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these factors in other pursuits was not zero, and their displacement westward 
must have caused wheat farmers in Kansas and ranchers in Texas (in addition 
to the Pony Express) to suffer diseconomies external to the Union Pacific which 
should have been deducted from the external gains, and which were not, as Fogel 
suggests, negligible by comparison. Last, but not least, he makes no estimate of 
the social returns to the railroads that also earned an adequate private return. 
This is certainly important if we are to compare Union Pacific with other in- 
vestments. 

Criticism should not be blown out of proportion. Fogel’s book is a very im- 
portant contribution to American railroad history. His further work along these 
lines will be an additional dividend that economists and historians should await 
with eagerness and pleasure. 

Paut H. Coorner, Massachusetts Institute of Technology 





Turkey; An Economy in Transition. By Z. Y. Hershlag. The Hague: Uitgeverij 
van Keulen n.v., 1958. Pp. xv, 340. 


An era of great social and economic change was initiated in Turkey with the 
establishment of the Republic in 1923. After the first impact of the Kemalist 
reforms, change in Turkey gathered its own momentum and has continued to 
the present day. Hershlag’s book examines the development of the Turkish 
economy from the establishment of the Republic to the present. More concretely, 
the objectives of the study, as stated in the preface, are: “(1) to follow the evo- 
lution of the concept of economic development in republican Turkey as it in- 
fluenced actual progress in the focal spheres of economic activity; and (2) to 
analyze the economic activities themselves in order to draw conclusions about 
the scope of progress, the autonomous elements of economic development and 
those implanted by the economic system, as well as the recurring impact of 
economic realities on the economic concept and regime.” 

A main theme of the study is the changing role of the state in economic de- 
velopment. Thus, economic evolution in Turkey went through a liberal phase in 
the 1920’s, an statist phase in the 1930’s during which a state industrialization 
drive was launched, and an interventionist phase after World War II featured 
by an increased emphasis upon private enterprise and agricultural development. 
Changes in the major sectors of the economy in the course of each of these periods 
are examined in some detail. 

There is a great deal of information about Turkey in this book, for which we 
should be thankful to the author, but it is unfortunate that this was realized at 
the expense of a deeper analysis of the processes and problems of a rapidly 
changing economy. The Turkish experience could provide a very interesting case 
study in economic development. Take, for example, the period since the late 
1940's. As a result of a heavy investment program and other favorable circum- 
stances, an initially very rapid rate of growth was forced to come almost to a stop 
by the dislocations generated in the course of the very rapid tempo of develop- 
ment. These are perfect grounds for an analysis of the economic development 
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process in terms of such hypotheses as the “critical minimum effort” or the “un- 
derdevelopment equilibrium trap.” But even without reference to these hy- 
potheses, one would expect that the study of this economic development experience 
would focus on a systematic analysis of such issues as the following: the failure 
of the Turkish policies to resolve the conflict between the competing uses of 
resources among investment, consumption and exports in a way consistent with 
the requirement for sustained rapid growth, the impact of the changing structure 
of the Turkish society upon the manner in which limited resources have been 
utilized and, what turned out to be of great importance, the sudden rise and 
impact of an industrial entrepreneurial class. These issues are either not explored 
in sufficient depth or are not treated at all. One is left with the feeling that what 
could have been an exciting economic story too frequently becomes a dry nar- 
rative of events. 

Despite this criticism, this is a welcome book. It is the first published study 
covering such a long span of Turkish economic development, making available 
extensive data and information about many aspects of the Turkish economy and 
its evolution. Students interested in learning something about what happened in 
Turkey during the last forty years, and who are not too demanding on the analyt- 
ical level, should find this a useful book. 


Avec P. ALexanpeEr, University of California, Santa Barbara 





Britain’s Imperial Air Routes, 1918 to 1939. By Robin Higham. London: G. T. 
Foulis & Co. Ltd., 1960. Pp. 407. 42s. (Published in U. S. by Shoe String Press, 
Inc., Hamden, Conn.) 


This book pictures the growth of British civil air transport from its inception 
in 1910 through to the formation of Imperial Airways in 1934 and then the 
beginnings of British Overseas Airways Corporation. Higham shows the impetus 
given to aircraft production by World War I, and presents a careful account of 
the operational and financial fortunes of each of the four principal British air- 
lines which began operations shortly thereafter. The fight against official apathy 
and lack of foresight on the part of the government, the campaign for subsidies 
and the struggle with foreign competition are interestingly presented. (The 
reader in the United States should realize that all this went on before the airlines 
in this country had hardly started operations.) The development of the chosen- 
instrument concept in Great Britain is interestingly covered and the use of sub- 
sidies in this connection justified in order to place civil aviation on a firm fi- 
nancial base for the establishment of a great British airline to serve the Empire. 
The result was Imperial Airways, which soon found itself in the awkward 
position of being expected to be both a successful commercial company and the 
chosen instrument of imperial policy. The final emergence of British Overseas 
Airways was the result, and its organization marks the close of the period cov- 
ered in this volume. There are a very valuable set of statistical appendices and 
a rather complete bibliography, which add considerable value to the book. 

Joun H. Freperick, University of Maryland 
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British Monetary Experiments, 1650-1710. By J. K. Horsefield. Cambridge: 
Harvard University Press, 1960. Pp. xix, 344. $7.50. 


Unless he happens to possess expertise on the subjects covered in this book, 
the reader might profit by first reading the summary statement of the fiscal 
problems of the period in Section IV of the last chapter and then turning to the 
introduction. What follows is intricate but fun. In the last half of the seventeenth 
century both the monetary and fiscal requirements of Britain and its government 
underwent great changes. Growing commerce required new sources of credit, 
and the government’s expenditures out of the Exchequer more than quadrupled 
(1660-1665 to 1695-1700). As has ever been the case, such financial stress called 
forth the infinite genius of the British pamphleteer as an aid to parliamentary 
deliberations and the general edification of the thinking public. Horsefield’s book 
is both a study of the financial history of the times (rather narrowly defined and 
mainly after 1694) and a display and analysis of a splendid section of the British 
pamphleteer literature. 

The book is organized by subject. After the introduction and two relatively 
general descriptive chapters, the reader is plunged into details of the problems 
of recoinage of the bimetallic currency of the period (six chapters). There fol- 
lows an informative and lively discussion of “paper money” (nine chapters). 
In the six chapters relating to the debate over the prospective recoinage, both 
theory and fact are given thorough treatment. There is a general schematic dis- 
cussion (in terms of the differences between “debasement,” “deterioration,” “de- 
preciation,” “devaluation,” and “reduction” of exchange values among coins!) 
which includes a survey of pamphleteer theorizing. How did contemporaries 
view the possible consequences of the recoinage? The reader is not spared the 
arithmetic. The “paper money” chapters are highly informative essays on the 
origins of banking in Britain including the Lumbard banks, the great land bank 
schemes, and early commercial banking ventures, together with a fresh treatment 
of the beginnings of the Bank of England. There are some concluding chapters 
and appendices backing up the evicence in the text. As an extra dividend, there 
is a bibliography of 767 items, 616 of which constitute a veritable treasury of 
British pamphlet and tract literature relating to the events treated in the book. 
Simply as information for the scholar of monetary history, the book is a bargain. 
In addition to the “literary” materials treated, there is considerable original cal- 
culation, estimation and examination of relevant quantitative evidence. 

It is my impression that non-expert readers will find the book hard going, 
partly because the broader aspects of the economic problems of the time are not 
treated extensively by Horsefield. He doesn’t owe it to his readers, but the 
period is fairly remote for most economic historians, as are the main institutional 
subjects involved. It is evident, for example, that many modern economists and 
historians have no real understanding of the old British system of commercial 
and financial inland bills of exchange. Such ignorance could be a handicap with 
this book. Horsefield is perfectly clear on such matters if you know what he is 
talking about to begin with. He points out (pp. xiv, 16-17) that checks were 
(and are) in fact bills of exhange, and that when commercial bills could serve 
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effectively as ordinary media of exchange and to transfer tax funds, the line be- 
tween “money” and “near money” could be perilously fine, enough so to give 
a sophisticated scholar pause. This is one example, incidentally, of a depth of 
understanding which pervades Horsefield’s book, and gives it an authority which 
may well be lost upon readers whose understanding of monetary history begins 
and ends with the most simple-minded notions associated with the equation of 
exchange taken within the post-1914 institutional framework. But for those after 
richer fare, who crave a finer and more subtle intelligence at work behind their 
reading matter, Horsefield’s book will be especially satisfying. His analysis is 
sound throughout, and the book is written in a lively and readable style. Inci- 
dentally, our more illustrious forbears come out tolerably well; one is gratified 
to know, for example, that John Locke knew of the great difficulties which were 
bound to attend an attempt to maintain a bimetallic circulation of coins (pp. 84- 
85), and that Dr. Issac Newton wrote that to add to the weight of the coins would 
likely induct a depression in trade (pp. 52, 222). 

It would have added to the value of the book had the author given more space 
to the terms and actual consequences of the Recoinage Act; his discussion of the 
consequences is limited almost to a single page (52) while the discussion leading 
up to the Recoinage Act is given several chapters. But perhaps that is a different 
book. One hopes Horsefield will write it. I found British Monetary Experiments 
a most interesting, worthwhile contribution based upon painstaking research 
and careful thought. 





J. R. T. Hucues, Purdue University 


The Social Evolution of Industrial Britain. By L. G. Johnson. Liverpool: Liver- 
pool University Press, 1959. Pp. 178. 25. 


There is no doubt that this book deals with an important topic. The topic, 
pace the title, is the creation of an industrial working class and its cultural and 
political, and to some extent economic, development in the past two centuries in 
Britain. New approaches to this subject have recently been made from points of 
view as diverse as those of R. K. Webb, Raymond Williams, Richard Hoggart 
and N. J. Smelser, and a new attempt at a synthesis would be most welcome: 
one was entitled to expect it from this work. 

Mr. Johnson’s book may well be an important contribution to such a synthesis. 
This reviewer finds it difficult to tell: he is unable to become en rapport with 
the author. It is a question of language at least as much as subject matter: the 
chapter headings have no obvious relation to the content, nor do they hint that 
the chapters are, in fact, in chronological sequence; there are conjunctions which 
make nonsense of the sentences they join; factual examples that have no relation 
to the statements they are meant to prove; aphorisms which surprise by their 
maladroitness. It is as if one were listening to a man talking in his sleep, hear- 
ing only tantalizing snatches. So little does the sense seem to matter, as com- 
pared with the sound, that some of the easy generalizations in which the book 
abounds are plainly contradictory. Thus, on p. 145, we learn that “The opening 
of the twentieth century falls within a period of great personalities . . . Prime 
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Ministers and possible Prime Ministers . . .,” while on p. 154, the same period 
is referred to as “a time of great politics rather than of great politicians.” 

And yet, if one is prepared to forego a connected story or a reasoned argu- 
ment, one is rewarded by oddly illuminating phrases lighting up a familiar sub- 
ject in a new way, even if in the wrong context of linked with an incomprehensible 
aside. To pick at random, in the 1830’s “economic progress obstructed not only 
enlightened members of Parliament but those working men who wanted to be 
pioneers in creating a new kind of community” (p. 63); “The age of the Chart- 
ists, to use a too-popular phrase, was the exuberant age of proliferating techniques, 
the age of Whitworth, Fairbain, Nasmyth and Brunel . . . The political econo- 
mists went with the tide, and the aspirants after a ‘pattern of that just equality to 
be perhaps hereafter’ went against the tide” (p. 74); “For a time (after the Liberal 
landslide of 1906) the new democratic spirit would express itself in what might 
be called the delineation of domestic frontiers, much as the mapmaker traces 
the boundary lines of countries or provinces—a strange process when, in the field 
of international relations, the new democratic spirit sought to make frontier lines 
as indistinct as possible . . . Even within the great Labour movement itself— 
great because it was indeterminate in both size and social composition—there 
were continual markings-off along doctrinal and tactical lines.’ The reader 
feels like stopping and questioning every statement and every assumption—but 
he cannot, as the author has quickly changed his direction and is off on another 
track, equally incomplete and tortuous. 

It is an unorthodox book, and it uses some unorthodox sources; very good use 
however, is made of the quarterlies for the early nineteenth century, and of rem- 
iniscences and local Leeds records for later periods. Yet much of the time we 
are given quotations without a source, and there is no bibliography. 

The thoughts which have shaped this book have been nourished from many 
different springs, some well known, others deserving to be better known. It was 
a brave attempt on the part of the author, who has himself almost a lifetime’s 
experience of working-class culture, to try to describe its historical evolution, 
with its inevitable clashes with the culture of other classes and changed circum- 
stances. Somehow, it did not come off. This is a great pity. 

Swney Pottarp, University of Sheffield 


A Social Geography of Belfast. By Emrys Jones. London, New York and Toronto: 
London University Press, 1960. Pp. xii, 299. 35s. 


Few studies of individual cities from the geographical or social point of view 
have been written in the English-speaking world. Certainly such a detailed and 
well-documented study as that of Belfast by Jones is rare. The author attempts 
with a considerable degree of success to show how social elements “mould the 
character of certain sectors of the city” and how the urban landscape is as much 
the outcome of social values as of its physical environment and history. The 
scope of the book is broad, and Jones feels that in many ways the field covered 
is too wide, especially as he carried out the necessary research “single-handed.” 
Consequently the book is primarily descriptive in character, although Jones 
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shows considerable insight in the assessment of the influences of social groups 
and forces on the personality of the urban landscape. 

Part I of the book begins with a traditional introduction to the physical site 
and location of Belfast. The three chapters which follow in Part II describe the 
physical and functional growth of the modern city from the early seventeenth 
century to the present day. Part III, composed of the next six chapters, is con- 
cerned with various aspects of the contemporary uses of land in the city. In addi- 
tion, accessibility with respect to the city center is discussed and an attempt made 
to delineate Belfast’s urban landscape regions. Chapters 11, 12 and 13 make up 
Part IV which is titled Social Geography. They deal respectively with Popula- 
tion, Industry and Occupations, and Religion. Part V, which concludes the book, 
is composed of chapters on Industrial Belfast, Residential Belfast and Theories 
of Growth. 

There is much information of value in this study for geographers, sociologists, 
planners and real estate economists. Economic historians will tend to be primarily 
interested in materials presented in Chapters 2, 3 and 4, which deal with the 
growth of Belfast. In these chapters Jones does a fine job of describing the changes 
in the city’s economic and social structure and the size of its population. 

Of interest to economic historians is the fact that the urban pattern in the mid- 
eighteenth century held little promise of the great disparity between contem- 
porary Belfast and the other cities and towns in Northern Ireland. Belfast was 
comparable in size to a number of other market towns and ports. In the late 
eighteenth century there was a considerable acceleration in economic activity, 
and manufacturing and agriculture in the province as a whole showed a significant 
expansion and departure from a subsistence basis. The production of a surplus 
of manufactured goods and farm products and their shipment (mainly to Brit- 
ain) greatly contributed to the growth and importance of Belfast because of 
the city’s suitable docking facilities and its proximity to the British market. In 
addition, the end of the eighteenth century and the beginning of the nineteenth 
century witnessed the rapid growth of a fine road network in the province. The 
new and greatly enlarged network of roads and the later railroads were focused 
on Belfast, thus enlarging the city’s hinterland and contributing to its growth 
and importance as a node and port. From 1830 to the present day Belfast has 
felt the impact of a rapid, large-scale industrialization. Belfast today is primarily 
an industrial city, with manufacturing providing employment for 50 per cent 
of all persons working there. In addition, over 50 per cent of the total persons 
engaged in manufacturing in Northern Ireland are employed in factories lo- 
cated in the county borough of the city. Belfast’s favorable location over time for 
many kinds of manufacturing doubtless influenced greatly the growth of popu- 
lation from approximately 50,000 in 1830 to the present figure of some 450,000 
persons. Its rapid growth and industrialization in the last one hundred thirty 
years also contributed to the urban sprawl, and the social character of so many 
parts of the city. 

A statement on the jacket cover indicates that the material in the book has 
been set in a general framework by applying certain theories of growth. One 
might point out, however, that the theories which are discussed (mainly in the 
final chapter) are in effect theories of urban land use. The construction of the 
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framework would have been strengthened if Jones had utilized the export base 
theory, familiar to economic historians and urban geographers. The materials 
on the economic growth of Belfast outlined in the chapters on the growth of the 
town certainly support such a theory. However, the book is well written, and the 
author is to be congratulated on his pioneering study. 

Morean D. Tuomas, University of Washington 


Finf Pioniere der Textilindustrie. (Vol. 10 of the series Schweizer Pioniere der 
Wirtschaft und Technik, published by Verein fir Wirtschaftshistorische 
Studien, Zurich, Switzerland.) Zurich, 1959. Pp. 149. Sfrs. 6. 


Of the five entrepreneurial biographies contained in this volume of the series 
of, incidentally, very handsome, little books published by the Swiss Verein, only 
one is a success. Hans Koch has written a revealing, interesting, and useful bi- 
ography of Wolfgang Hengeller and the founding and development of his cotton 
mills in Zug (1814-1877). The other four biographical sketches add little to 
our knowledge and understanding of the pioneer entrepreneurs in the nineteenth 
century. They transcend only slightly and occasionally the well-known type of 
eulogy found in business anniversary Festschriften. 

Having (unsuccessfully) tried my hand at the writing of useful entrepreneurial 
biographies and company histories, I am well aware of the difficulties one is likely 
to encounter, and am inclined to attribute the relative failure of the other four 
authors to the lack of adequate source materials. Significantly, in the listing of 
the sources, only Hengeller and Blumer-Egloff have left personal papers, and 
one may conclude that Blumer-Egloff’s autobiographical sketch was not worth 
any more for scholarly purposes than these things tend to be. Only three authors 
had access to books and archives of the enterprises in question. Whether the 
firms were niggardly in the degree of exploitation of the documents they per- 
mitted, or whether the authors of the sketches were not fully aware of the ex- 
acting standards for good entrepreneurial biography cannot, on the evidence, 
be decided. On the basis of my own, surely widely repeated experience, I would 
incline to blame the secrecy of the firms or the inadequacy of the archives. My 
suspicion would be reinforced by the consideration that surely the work of the 
Research Center in Entrepreneurial History at Harvard has not been done in 
vain and by the evidence of continental sophistication in this field as seen in 
Wilhelm Treue’s article in the first issue of Tradition (October 1956, reprinted 
in translation in The Business History Review, XXXI, 3, 1957). 

Having thus deplored the lack of enlightenment on entrepreneurs in the nine- 
teenth century, it is a pleasure to find an historical treasure from the eighteenth 
century so expertly handled as the history of 
Die Seidenhdndlerfamilie Zurmiihlen in Miinster i.W. By Elizabeth Esterhues. 

(Vol. 4 of Schriften zur Rheinisch-Westfilishen Wirtschaftsgeschichte, Neue 

Folge; Rheinisch-Westfalisches Wirtschaftsarchiv.) Cologne, 1960. Pp. 112. 

This company history reveals the guiding hand of a master in the field, lead- 
ing a talented student. Originally written as a Ph.D. dissertation under the guid- 
ance of Ludwig Beutin, this little work maintains the high standards of excellence 
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characteristic of the Wirtschaftsarchiv. (Compare the article by Treue, cited 
above.) 

Here is the history of a retail and mail order house dealing in the fanciest 
materials, dressgoods and accessories for nobility and clergy in the first half of 
the eighteenth century. Based primarily on the complete business correspondence 
of the Haus Zurmiihlen from 1699 to 1747 and several other account books ex- 
cept—regrettably—the general journal, the history and character of the business 
is described topically under fifteen different headings. We learn about the type 
of merchandise carried and the character of the market, the granting of credit 
and the methods of collection, the dealings with the suppliers and the methods 
of purchasing. 

The most striking thing about business methods and problems of this house 
is the fact that a present-day executive of, say, Sears, Roebuck and Co. would 
have felt quite at home in eighteenth-century Miinster. True, the “easy terms” 
were disconcertingly easy: individual accounts receivable amounted to several 
thousand dollars and frequently ran for more than thirty years in spite of the 
fact that 5 per cent interest on delinquent accounts could legally be charged after 
the second (!) year. As a consequence the owners frequently had to go to law 
(a great number of the legal proceedings were preserved) to clear old debts with 
assorted pieces of feudal real estate. The widow Zurmihlen, who ran the business 
singlehanded from 1723 to 1749 (and thereby contributed another fascinating 
chapter on the role of women in the commercial-industrial revolution in a book 
that someone should write soon) was shrewd enough, however, to prefer the 
rents from these estates to the estates themselves. The wealth so accumulated in 
rents and the social prominence attained by a house that had both clothed and 
loaned to bishops and counts in a wide circle around Miinster enabled the 
heirs by the third generation to devote themselves to a life of learning and public 
service. 

This history is a rare find in an area where we have precious few sources, and 
Miss Esterhues deserves full credit for making the material available in such 
compact and competent form and for fitting it, in a small concluding chapter, 
so well into the general frame of continental economic history in early modern 
times. 





Kiaus H. Wotrr, Middlebury College 


A History of Labour in Sheffield. By Sidney Pollard. Liverpool: Liverpool Uni- 
versity Press, 1959. Pp. xix, 372. 35s. 


The very wide variety of local conditions in an expanding economy demands, 
as Mr. Pollard writes, that the history of the common man can only be pieced 
together “by expanding the frontier on one narrow sector after another.” Had 
more works been available of comparable stature to this, we would surely have 
been spared the more sweeping generalizations based upon partial evidence which 
have generated such a froth of words on British working-class living standards 
during the “Industrial Revolution.” Working-class conditions vary so widely 
from place to place. Indeed, if one takes two groups of workers within one city 
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as Pollard has done, one sees how widely divergent has been their economic, 
social and political experience during the past century. 

Pollard traces the fortunes of workers in the light (cutlery) and heavy (steel 
and engineering) industries of Sheffield between 1850 and 1939, not only in 
matters of wages, union organization and conditions of work, but ranging be- 
yond the place of work into home, church or chapel, pup or club and politics. 
The contrast between the two groups is well brought out. On the one hand there 
are the cutlers—an anciently established group, working in relatively small units, 
minutely subdivided by skills and products, highly organized, technologically 
conservative, politically moderate but well versed in methods of intimidation 
and violence. On the other hand there are the steel and engineering workers in 
an industry revolutionized in the 1850’s and 1860's, with large firms prominent, 
substantially ununionized until the 18g90’s, but politically radical. This was the 
economic groundbase for Britain’s first city to elect a Labour council. All this is 
in itself a highly complex story, and backing it are the details of the changing 
social environment of labour in Sheffield. It is altogether an ambitious project, 
and within his self-imposed terms of reference Pollard deserves high praise which 
must, however, be qualified. 

The book is not, as the title proclaims, a history of labour in Sheffield, but of 
labour within the city’s two main industrial groups. Did nobody do anything 
else in Sheffield and if so, what, and with what sort of relationship to and reper- 
cussions upon the groups studied? Indeed, how important were the two groups 
within the whole Sheffield labour force? Was there, for example, no proportionate 
rise in the numbers employed in Sheffield between the wars in clerical, distribu- 
tive and transport occupations, as elsewhere in the economy? Was recruitment 
into Sheffield light and heavy industries affected by alternative outlets for labour? 
Furthermore, given the wide range of Pollard’s inquiries, one is left in too many 
places with the feeling of having read a catalogue of events divorced from what 
has gone before, not enough being done to bring them all together into an in- 
terpretative focus. This is admittedly difficult to do when the subject is split into 
topics treated successively for the four different periods into which the book falls, 
but given this method of treatment it is a pity that the results are not drawn 
together in at least a concluding chapter of appraisal. As it is, one is left starkly 
with a final paragraph on industrial disease between the wars. This austerity is 
matched by the severity of Pollard’s style and by his failure to consider other 
aspects of working-class life which, since his approach is highly conditioned by 
sociological precepts, one might have expected. The workers drank, but no con- 
nection is made between drink and poverty, and they appear not to have gambled. 
If so, they were very different from those whom Rowntree investigated in York. 
Leisure activities are given rather cursory treatment generally, especially in a 
city which was the birthplace of the Yorkshire County Cricket Club and an 
early stalwart of English League football. More seriously, the marriage rates and 
changing family sizes of Sheffield workers emerge very sketchily. In short, partly 
because of the mode of presentation, one leaves the book with a sense of being 
minutely informed about many aspects of labour history in Sheffield, but with 
the sensation of having read about statistical units rather than people. Neverthe- 
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less one must record gratitude to Mr. Pollard for a pioneer work on the history 
of an important local community of workpeople, based upon meticulous scholar- 
ship. It is a book which will be a necessary part of the reading of students of 
modern economic and social history. 

E. M. Stcswortu, University of Leeds 


Anfinge und Entwicklung der Firmengeschichte und Unternehmerbiographie. 
By Fritz Redlich. (Erstes Beiheft der Tradition-Zeitschrift fiir Firmengeschichte 
und Unternehmerbiographie.) Baden-Baden: August Lutzeyer, 1959. Pp. 81. 


Economic historians must increasingly turn to the growing literature of busi- 
ness history. The perusal of these writings will invariably be a frustrating ex- 
perience, since the uneven quality of this material will offer returns which, even 
by modest standards of scholarly expectation, are not commensurate with their 
research effort. This is why most historians are likely to share T. S. Ashton’s 
skepticism that, given the motives of celebration and advertising prompting 
these publications, it may be well, on reading them, to remember Dr. Johnson’s 
dictum that “In lapidary inscriptions a man is not upon oath.” 

In view of the defects that mar much of this literature, Mr. Redlich’s mono- 
graph (a translation, in revised and enlarged form, of The Beginnings and De- 
velopment of German Business History, originally published in 1952 as a sup- 
plement to the Bulletin of the Business Historical Society) fulfills a long-standing 
need. By its evaluation of the scholarly merits of several hundred bibliographical 
entries, the study serves as a useful guide to the researcher and as an indispensable 
handbook to the beginner, the German student in particular. 

After some introductory remarks on the recent flurry of articles pertaining to 
the meaning and methodology of business history, Redlich turns to his main 
task, the evolution of this type of history in terms of its principal branches: the 
history of individual firms, biographies and autobiographies of entrepreneurs and 
their families, and finally, the history of technology. Though short chapters on 
the United States, France and England aie included (with some interesting com- 
ments on the institutional arrangements made in these countries to facilitate 
research in this field), the main emphasis is on Germany. 

To account for the disappointing features of the first business histories to ap- 
pear in early nineteenth-century Germany, it is important to bear in mind that 
in almost all instances they were written at the behest of individual entrepreneurs, 
who hoped in this way to enhance their standing within the community. Only 
the largest firms, able to finance these literary efforts, became the topics of these 
early investigations—state enterprises, banks and publishing houses. One must 
also note that many of these business chronicles were compiled by junior mem- 
bers of the enterprise or by equally inexperienced scribes who were hired for 
this purpose. But even on the few occasions when a historian could be secured 
for such an undertaking, he was not likely to be able to do justice to his talents; 
usually access to the particular firm’s records was too selective and the project’s 
frame of reference too limited to permit a scholarly performance. 
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Unfortunately, these nefarious tendencies persisted throughout the latter part 
of the century and beyond, when business histories came to cover more firms 
and more industries. “The quality of the pre-World War I items,” states Redlich, 
“was, of course, not high, on the average.” While most researchers will agree 
with Redlich on that score, they may feel less certain about his subsequent com- 
ment that, despite their generally poor quality, these histories are of “great 
value” to the scholar if used with care and discrimination. 

Genealogies as well as biographies and autobiographies of entrepreneurs are 
of a quite different order. Reputable historians are more easily tempted to write 
about a family or a man of business. At times their results have been of a hagio- 
graphic nature, suppressing some of the less glorious yet in many ways strategic 
actions of a man’s career. Nevertheless, these studies are of importance to the 
extent that the hero or the particular generation of a family are viewed, from a 
historic perspective, as period pieces against the broad setting of their era. In 
this respect autobiographies are even more likely to capture the spirit of the age; 
often those memories will yield the most useful insights where the writer’s apol- 
ogies and rationalizations regarding his own life are of the crudest and most 
naive kind. 

Histories of technology usually meet the highest academic standards, irrespec- 
tive of whether they are narrowly conceived monographic studies of a particular 
production process or broadly launched investigations that embrace the mechanical 
transformation of a whole industry. Besides, the way in which they are written 
—either at the behest of some professional organzation or by an independent 
scholar motivated by scientific curiosity—assures some scholarly adequacy. Thus 
these histories will be of benefit to the economic historian, at least as far as an 
inadequate scientific background will permit the use of material which at times 
assumes a fairly high degree of technical sophistication. 

Redlich moves through this maze of material with the assurance of one who 
has labored long and hard in this field. In addition, he provides some highly 
interesting biographical sketches of those who in pre-World War I Germany 
pioneered the writing of business history as a scholarly discipline, and who in 
turn fought for its academic recognition. Anyone who has drawn on the re- 
searches of Ehrenberg, Matschoss and Berdrow, to mention the best known, will 
be glad to know something about their background. 

But if I have read this monograph with interest and with profit I must never- 
theless express my criticism on one not unimportant point: why is it that Redlich 
should have avoided, with one single exception, any reference to those authors 
who have emphasized in their writings about business and businessmen the less 
savory and at times even lurid aspects of capitalist growth? Surely, many would 
agree that failure to mention the “muckrakers” and their disciples in a discussion 
of American business history seems to be a glaring omission. Whatever the reasons 
for this attitude, it is particularly regrettable considering that this study is pri- 
marily addressed to the German student who should be steered towards some 
of the less orthodox literature, if only as an antidote to the arch-conservatism 
prevailing in many West German universities. 

Hersert Kiscu, Michigan State University 
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Marshalls of Leeds: Flax-spinners, 1788-1886. By W. G. Rimmer. New York: 
Cambridge University Press, 1960. Pp. xiv, 342. $7.50. 


John Marshall (1693-1749) was the resident owner of the Low Hall, a large 
house on the village of Nether Yeadon, seven miles west of Leeds. He would 
seem to have occupied himself both in the ownership of land and in the clothing 
trade, with the status of a respectable country gentleman. His younger son, 
Jeremiah (1731-1787), was sent, as a lad in his teens, to serve an apprenticeship 
with a firm of linen merchants in Leeds; and in that rapidly growing town he 
subsequently became a linen draper on his own account, as a dealer in Irish 
linens. The substantial business which he had thus built up passed, upon his 
sudden death in December 1787, to his only son, John Marshall (1765-1845), 
then a young, but well trained, man of twenty-two. 

Almost immediately upon his succession, John Marshall, realizing the profits 
already accruing to the cotton industry through the introduction of mechanical 
methods of spinning, came to the conclusion that similar methods must be 
adopted for the manufacture of coarse linen yarns. In combination with two 
partners, he acquired a new water mill to the north of Leeds, in which was in- 
stalled some newly patented machinery, the product of two inventors, Kendrew 
and Porthouse, of Darlington, then a local center of linen manufacture. This 
new machinery proved incapable of delivering yarn of good quality; and in con- 
sequence the firm, in 1788 or 1789, engaged the services of an inventor of its own, 
Matthew Murray, a young metalsmith, from Stockton-on-Tees. In the spring 
of 1790 Murray succeeded in solving the major problem of fibre control; and 
this achievement enabled John Marshall to venture upon the machine manu- 
facture of linen yarn on a large scale. He decided to build a new mill, upon the 
western outskirts of Leeds itself, raised the necessary capital from partners, 
relatives, and friends and from the sale of the linen drapery business—and thus, 
by September 1791, had become a mill-owner manufacturer, pure and simple. 

The titles of the five chapters of Mr. Rimmer’s book:—“John Marshall’s inheri- 
tance,” “Making a fortune, 1788-1815,” “Gentleman flax-spinner, 1815-1826,” 
“Wet spinning, 1826-1846,” and “The final phase, 1846-1886”—summarize 
the whole history of the Marshall enterprise. On the basis of a scanty supply of 
mutilated records, Mr. Rimmer has written, as his primary purpose, the story 
of the rise and fall of a firm that was, at its peak, among the greatest of its day; 
but yet, while so doing, he has also set the story of this one firm in much of its 
proper perspective by continual reference to the history of the flax-spinning in- 
dustry elsewhere, both in Great Britain and on the Continent. It is a story of 
divided and distracting values. After 1815 John Marshall invested a substantial 
part of his wealth and his activities away from the business—among other things 
sitting in Parliament from 1826 to 1830, the first representative of the West 
Riding mill-owners to do so. In 1813 he built, on the bank of Ullswater, the 
most beautiful of the English lakes, a substantial house, to which he and his 
family withdrew every summer and in which he and his wife passed, in seclusion, 
the closing years of their lives. To his eldest son, William (1796-1872), he never 
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gave any share in the business, but instead endowed him with the estate and 
means that established him as a country gentleman and, for much of his life, 
as a member of Parliament. The other four sons became partners in the business, 
but never contributed to it the enterprise, energy, and competence of their father. 
A hesitant adoption of a process of wet spinning, in the late twenties, made the 
firm a manufacturer of fine yarns; and a magnificent new mill in the style of 
an Egyptian temple was erected in 1839-1840. But fatalism and paralysis (to 
use Mr. Rimmer’s words) prevailed. In the 1870’s control of the business passed 
to two sons of John Marshall’s fourth son, Henry Cowper Marshall (1808-1884); 
and upon his death they gradually reduced its activities and finally, in 1886, 
disposed of plant and premises by sale. 

It is difficult to comment briefly upon a book that contributes to economic 
history in so many and varied ways. As a work in local history, it certainly 
needed the inclusion of informative maps and plans. And, in the absence of 
diagrams and fuller textual explanation, much of the technical detail is quite 
incomprehensible. (It is always difficult, of course, to determine the extent to 
which economic history should venture into the field of technological history. 
But is just as dangerous to disregard the special features—the “secrets’—that 
convert an attempted invention into an actual success.) And how much more 
one would like to know of the personalities of the men who appear as names 
and actors in the family tale! 

C. P. Wricut, Ottawa, Ontario 


Energy in the American Economy, 1850-1975. An Economic Study of its History 
and Prospects. By Sam H. Schurr and Bruce C. Netschert. (Resources for the 
Future, Inc.) Baltimore: The Johns Hopkins University Press, 1960. Pp. xxii, 


774. $12.50. 


This carefully documented study of energy production and resources in the 
United States is a major contribution to the analysis of economic growth. Much 
is gained by concentration of attention. Dewhurst was obliged to sacrifice much 
critical discussion to the needs of the space required to cover the entire economy. 
Putnam’s estimates of future energy needs were probably affected by the pro- 
found difference between the prospects of the United States and the prospects of 
the other continental areas. This study of the American economy in a period of 
intense technological advance furnishes a case study of commanding importance 
that would suffer from the intrusion of other interests. 

The authors conclude that “viewed strictly from its natural resource position 
and with due allowance for technological advance, the United States in 1975, 
or thereabouts, could satisfy its demands for all energy and for each of the energy 
materials of which the total is composed, from domestic sources of supply at 
no significant increases in costs, except for those brought about by a rise in the 
general price level” (p. 4). Atomic energy is not discussed in detail. The authors 
believe that atomic reactors might produce, in 1975, 10 or 15 per cent of total 
electricity production. Electricity is estimated to be about 25 per cent of total 
energy in 1975, so that atomic energy would replace 2.5 or 3.75 per cent of the 
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conventional energy sources. The authors do not make any policy recommenda- 
tions, nor discuss policy issues directly. They seek only to supply a sound critical 
basis for discussions of immediate and long-range policy in the use and develop- 
ment of energy resources. 

The historical survey for the period 1850 to 1955 is a carefully documented 
statistical study of the changing composition of the energy base of the economy. 
In 1850, fuel wood supplied 90.7 per cent of the total energy. In 1880, fuel wood 
still produced 57.0 per cent of total energy. In 1920, coal produced 72.5 per cent 
of the total; liquid and gaseous fuels, 16.3 per cent. In 1955, coal produced 28.7 
per cent of the total; liquid and gaseous fuels produced 65.0 per cent. Under- 
lying a great expansion in energy production, there have been these extraordinary 
substitutions of one source of energy for another. If animal power is also con- 
sidered, there is another massive substitution to be reckoned with. Lack of satis- 
factory statistics has long obscured these features of American economic develop- 
ment. Growth was stimulated by the development of the coal and petroleum 
resources, but the rates of growth in these sectors cannot be used as a measure of 
total growth. The movement of the economy as a whole can be understood only 
by study of primary sectors in their relations to the aggregate. 

The growth of the economy is analyzed with great care in relation to popu- 
lation and gross national product. For the period as a whole there is an average 
yearly rate of growth of 2.8 per cent for mineral fuels, hydro power and fuel 
wood. But this rate was not maintained evenly: from 1860 to 1880, the rates 
per year per decade were 2.3 and 2.4. From 1920 to 1940, rates were 1.0 per cent 
and 0.6 per cent per year in each decade. If direct water power and wind power 
are added, there is no significant change for the years 1850 to 1900. 

Energy consumption per capita exhibits a lower rate of growth. For mineral 
fuels, hydro power and fuel wood the over-all growth rate for the years 1850 
to 1955 was 0.9 per cent per year. In only one decade did the rate exceed 2.0 
per cent. 

The relations of energy consumption to gross national product are still more 
significant. From 1880 to 1955 there was an increase of 55 per cent per unit of 
gross national product. This is equivalent to a rate of 0.6 per cent per year. But 
there is a striking difference between the earlier and later parts of the series: from 
1880 to 1910, there is an average rate of increase of 2.9 per cent per year; from 
1920 to 1955, an average decline of 1.2 per cent per year. These striking features 
of the statistical record are analyzed in detail. 

Increases in consumption of energy per unit of product were largely due to 
structural changes in the economy; notably, increases in mechanized industry 
and rail transport. Decreases in consumption per unit of product are due to 
increases in the efficiencies in the use of fuel or in the use of the energy produced. 
A decline in the proportion of energy used to produce heat results in some loss 
of thermal efficiency, because heat is most effectively used without conversion 
into other forms of energy. Technical advances in engineering, however, have 
greatly increased the efficiencies of steam engines and boilers. Large central 
electric stations achieve great economies in the use of fuel. There have been, also, 
great increases in the efficiency of utilizing power. The most conspicuous form of 
this gain is the substitution of electricity for the direct transmission of power 
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by shafts and gears. The generalization of the use of power in the form of 
electricity has been a major factor in the increased effectiveness of the use of 
energy throughout the present century. 

The solid core of the book is to be found in the estimates of energy consump- 
tion and supply studied in Parts II and III. “The basic methodology employed 
in making the consumption estimates was determined by certain lessons learned 
in the historical analysis of energy uses; in particular, that past consumption 
has not been related in a simple way to over-all economic aggregates such as 
population or gross national product, nor has it grown at a regular rate... 
[The estimates] are the sum of a large number of separately, though not always 
independently, computed partial estimates for different economic sectors and 
activities made against a background of what is meant to be a high, but not 
unreasonable, over-all rate of American economic growth” (p. 194). This tech- 
nique has been applied to the statistical record with moderation and good 
judgment. 

The analysis of future supplies of energy rests upon technical problems that 
can be presented more easily in a brief review. Estimates of supply involve the 
sharply contrasted points of view summarized in the distinction between “re- 
serves” and “resources.” Estimates of future supplies run through the whole 
spectrum from the narrowest engineering concept of a “reserve” to the broadest 
geological concept of “resources.” The authors subject all this material to a 
rigorous analysis of the concepts underlying each series of estimates. The results 
are heartening. When the differences in purpose and point of view are considered, 
the area of disagreement among the experts is narrowed; and choices can be 
made that will be significant for a given purpose. The authors hold that projec- 
tions of supply for immediate and long-run policy problems should recognize 
the importance of advances in the techniques of using resources, and the prob- 
able discovery of new resources. They feel that narrow “reserve” estimates are 
not suited to the analysis of the supply problems they have set themselves as a 
task. There is a full critical survey of the literature on coal, petroleum, and water 
power. This is very helpful to a reader and leads to conclusions in which one 
can feel great confidence. Their judgment that conventional sources of energy 
will be adequate for the United States in the immediate future rests upon a 
statistical basis that cannot easily be challenged. The alarmist statements that 
have frequently been put forward rest upon singularly narrow “reserve” concepts, 
that were certainly irresponsible, if not actually unintelligent. Discussions of oil 
resources have erred most seriously in understatement. The adequacy of coal 
resources was long taken for granted, but the rise of peroleum as a major source 
of energy unsettled all these easy judgments of the earlier period. The reaction 
in the United States was probably excessively pessimistic, though there may be 
grounds for concern in Europe, Asia and Africa. 

Water-power resources are fully analyzed with special reference to the needs 
of irrigation, and the effect of multi-purpose projects on the costs of power. The 
relation of hydro power to comprehensive power systems is discussed with refer- 
ence to problems of variable stream flow. Hydro power is supplemental to thermal 
power, and therefore most economically used as a source of power in a large 
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interconnected system. The authors have resisted the ungrounded enthusiasms 
of the advocates of hydro development with the same seasoned moderation of 
judgment brought to the alarmist attitudes in the fields of coal and oil. 

Assot Payson Usuer, Harvard University 





The Economic Societies of The Spanish World (1763-1821). By Robert J. Shafer. 
Syracuse: Syracuse University Press, 1958. Pp. xiii, 416. $5.00. 


In the eighteenth century, in contrast with the sixteenth, the Iberian Peninsula 
lay far from the centers of world power and scholarly curiosity. The programs 
and ideas of the Enlightenment, so profoundly affecting most of western Europe, 
exerted little influence upon the conservative masses of the Spanish people. Never- 
theless, a spirited minority of nobles, clergymen, and bourgeois, sparked by such 
remarkable statesmen and thinkers as Campomanes and Jovellanos, and encour- 
aged by such a forward-looking monarch as Charles III, hoped to make Spain 
richer, wiser, and more industrious by transplanting from abroad scientific curi- 
osity, educational reform, technological improvement, and other symptoms of 
a divorce from medieval standards of thought and action. These bold measures, 
albeit in a less pronounced degree, were also attempted in the Spanish empire 
overseas. 

In pursuance of these objectives, the enlightened minority formed Economic 
Societies of the Friends of the Country in major centers as well as in smaller 
towns. Assisting governmental efforts in the same direction, these organizations 
collected information, operated periodicals, published their transactions, opened 
schools, demonstrated new productive processes, awarded prizes and, in general, 
encouraged economic and intellectual progress so dear to the men of that age. 

Mr. Shafer’s book is entirely devoted to the history of the Economic Societies. 
One third deals with the mother country, the balance is devoted to the colonial 
empire. In both parts the author acquaints us with the membership, organiza- 
tion, general ideas and activities of the Societies. Among the Spanish Societies 
the Basque and Madrid groups predominated. In the New World, only the 
Havana and Guatemala Societies had real significance; therefore they claim the 
major share of the author’s attention. 

There can be little doubt that the book reflects painstaking study and contains 
much valuable information. It is easy to agree with Professor Shafer’s conclusion 
that, politically speaking, the Societies were essentially conservative, that their 
influence was probably slight, and that the goals of the colonial Societies were 
not entirely identical with those of the mother country. 

While the substance of the book deserves commendation, its form displays 
serious defects. Frequent and unnecessary repetition, faulty organization, an in- 
adequately polished style, and unidiomatic translations of Spanish passages make 
the text less readable than it should be. Footnotes are liberally sprinkled with 
misprints, and references to other works have not always been carefully checked. 
I find it hard to repress a slight feeling of irritation when the word “Castilian” 
is spelled with a double “1” five times in a single footnote (p. 307, n. 34). A cor- 
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rection of these shortcomings would have made The Economic Societies a better, 
more readable, and more colorful book. 
L. F. Rerrzer, North Carolina State College 





D. H. An Outline of de Havilland History. By C. Martin Sharp. London: Faber 
and Faber, 1960. Pp. 419. 42s. 


Economic historians and others have become tired of a surfeit of badly written, 
hastily produced histories of various enterprises. Scholarly publications have called 
for businesses to employ more trained writers to present their stories rather than 
relying upon rotogravure specialists. The book reviewed here falls into neither 
of these classes. Though written by the director of public relations for the de 
Havilland Aircraft Company of Britain, it does not attempt to be more than 
an outline, spiced with personal knowledge, of the evolution of one of the world’s 
most famous aircraft companies. What makes for additional interest is the fact 
that this is the first full-length work on any of the British aircraft manufacturers. 

Most British companies who have a close acquaintanceship with the govern- 
ment are extremely close-mouthed about their affairs, and one or two even of 
the larger organizations will do little to aid those interested in their companies 
and their products who are not also potential customers of immediate value. The 
result is that the bulk of the research that has been done on them has had to be 
based on magazines and newspaper reports and not upon company records. Some 
work has been accomplished by interviews, but so far this has been limited in 
scope and in footnotes. The fact that Geoffrey de Havilland was one of the 
foremost designers of the First World War brought him into a position to form 
his own company at the end of the war, despite the fact that the aircraft manu- 
facturing company by whom he was employed fell in the early economic depres- 
sion that followed the conflict. Captain de Havilland proved to be one of those 
rare early aeronauts who also had business sense. During the interwar years he 
steered away from military work and concentrated instead first upon airliners 
and then upon the light plane market. As a result of this, and the development 
of reliable low-horsepower, lightweight engines, his firm had by 1938 built 43 
per cent of all the civil aircraft on the United Kingdom register as well as a 
fair proportion of the civil aircraft exported from the country. The company also 
made trainers for the R.A.F. It was not until 1938 that the company began to 
design a private-venture bomber which smacked in concept of the ideas of the 
noted military writer, Captain Liddell Hart. The Mosquito proved at first too 
radical for the Air Ministry, but in 1940 it was adopted and was soon in great 
demand. This put de Havilland back into the military field just at the time when 
the company was also going ahead independently to design and develop its own 
line of jet engines. As a result, it was almost a natural that the company should 
be chosen to go ahead on the Brabazon Committee demand for an all-jet airliner 
which eventuated in the now famous Comet. From there progress continued to 
the Blue Streak liquid-fueled rocket deterrent, now relegated to space research. 

Mr. Sharp makes no claim to writing a definitive history, and it must be noted 
that at times his work reads rather like a collection of press releases, yet for all 
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that his book starts what I hope will be a trend. In the text are to be found 
many illustrations of the kind of restraints and problems which the aircraft man- 
ufacturer faces, particularly when he works at the margin of technical knowledge. 
In the appendices there are convenient tables of de Havilland production with 
figures which have not hitherto been available elsewhere. The biggest omission 
is in the financial data, where virtually nothing is revealed. That the work is as 
good as it is must in part be attributed to the fact that the de Havilland Aircraft 
Company maintains one of the most vital public relations departments in the 
British aircraft industry. 





Rosin HicHam, University of North Carolina 


The Origins of Farming in Russia. By R. E. F. Smith. (Etudes sur l’Economie et 
la Sociologie des Pays Slaves, Vol. II.) Paris and The Hague: Mouton & Com- 
pany, 1959. Pp. 198. 


This book deals with the early history of farming in the European territory of 
modern Russia from prehistorical beginnings until the Mongolian invasions of 
the thirteenth century. The study has two central parts. One is devoted to the 
techniques of agricultural production; the other to “social relations” in agricul- 
ture. The author is at his very best when he describes in fair detail the nature of 
implements used in farming and their relation to changes in the prevailing sys- 
tems of land cultivation. The presentation is based on an impressive array of 
archeological material, a good deal of which has been analyzed with the help of 
modern electronic devices. It is important to note that the archeological material 
is treated as continuous, beginning with the earliest available traces of population 
on the great plains in the East of the European continent. In discussing that ma- 
terial the author keeps moving back and forth through the centuries so that the 
point at which the evidence becomes “Russian” in any definite sense of the 
word is quite elusive. 

The book contains what probably is the best available discussion of the various 
types of tilling tools, from the scratching plow (rdlo in Russian, which the author 
renders as ard, a term which is etymologically clear, even though lexically sur- 
prising) via the light forked plow (sokh4), whose shares (lémekhi) may or may 
not have been equipped with iron tips (soshniki), to the powerful share-coulter- 
mouldboard combination in the developed heavy plow. The reader is left with a 
rather clear idea of the potentialities and limitations of each of these implements 
within the framework of different methods of cultivation: 1) slash and burn 
farming (podséka), 2) shifting farming (zdlezh), and 3) field farming, including 
the three field system. Again, the technical aspects of those systems are presented 
very lucidly. Thus the reader is led to appreciate the consequences of the failure 
to remove the roots of the larger trees which constituted the difference between 
podséka and an assart. It might be noted, however, that in later periods when 
field farming had grown to be more important, podséka came to mean clearing 
of forest land for permanent cultivation, hence an assart. See for example, a 
quotation from a fifteenth-century document in A. D. Gorskii, Ocherki ehonomic- 
heskogo polozheniya severo-vostochnoy Rusi, XIV-XV vekov [Sketches of the 
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Economic Conditions of North-East Russia in the 14th and 15th Centuries] 
(Moscow, 1960), p. 38. Incidentally, terminological problems are quite impor- 
tant. The meaning of many technical terms in Russian agricultural history has 
been confused by shifts over time, regional dialectal variations, and sloppy usage. 
It is, therefore, not the least merit of this book to have established some firm 
associations between words and objects. The author has made an attempt to 
provide some indication of the probable yields in slash and burn farming as 
compared with field farming, as well as of the variations in the length of the 
period during which the fertility of the ash cover could be maintained. Once the 
burnt soil gave out, the land was allowed to revert to forest. Then the changing 
composition of the forest in the process of regeneration constituted another notable 
facet of podséka farming. 

These are crucial problems, and their treatment in the study is illuminating. 
A major interpretative problem is presented by the degree of association of specific 
implements with particular systems of cultivation. The author says: “It appears 
. . . that the implements used in preparing the seed-bed were not decisive in 
determining the course of development of any system. . . . More than one system 
can be carried out with similar implements . . . the co-existence and simultaneous 
use of differing evolutionary forms of implements is a characteristic feature of 
farming” (p. 105). This is a very defensible position. It is prudent to eschew 
commitment to one-way causal connections. The effect may have run from the 
implement to the farming system or from the farming system to the implement. 
Even Soviet historians (Grekov) have hesitated to espouse wholeheartedly a 
technological interpretation of changes in farming. In fact, very simple imple- 
ments can be used in a variety of ways. Within certain limits and with appro- 
priate skill, one share of a twin-share sokhd can be forced to act as a primitive 
mouldboard. At the same time, the author would not deny that, at least at far 
ends of given historical periods, there was a natural tendency for progress in 
implements to be paralleled by progress in the systems of cultivation. Thus the 
scratching plow (ard) would have been of little use on the long strips of the 
open field; on the other hand, a developed plow would have been worse than 
useless on the ash cover of the burnt-over land where, at least in the years im- 
mediately following upon clearing, no plowing at all was required. On the 
other hand, something more might have been said on both the conditions which 
favor an uneven rate of progress in the two branches of agricultural evolution 
and the effect of such an unevenness upon the nature of farming. 

The other main part of the book is somewhat less illuminating. There are 
certain narrow limits to an attempt to correlate changes in what the author calls 
“social and agrarian relations” with the changes in the farming system. Still, 
this is what the author tried to accomplish. The range of social phenomena dis- 
cussed in this connection is surprisingly wide: division of labor between the 
sexes, growth of male importance, changes in marriage customs, and even devel- 
opment of private property in land, advent of serfdom, rise of political entities, 
and establishment of feudalism. Some segments of this discussion are quite plausi- 
ble. Thus, the association of a very large patriarchal family-commune with slash 
and burn farming is natural enough because of the massive investment of brute 
labor required to clear the land. But even here the author must go on and stress 
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that other forms of social organization (non-kinship commune, or serf-worked 
or slave-worked estate, or combinations of all three) were in fact utilized for the 
purpose. In general, in dealing with the problems of social structure the author 
betrays a somewhat stronger inclination to speculate and a greater readiness to 
deduce existence of causal or functional relations than has been the case in the 
earlier parts of the study. At times, one has the feeling that crucial problems of 
Russian economic—and not only economic—history are discussed in a manner 
that is unduly cursory. But the author is again very convincing when, returning 
to the question of technology, he concludes that the cheapness of the tools used 
in farming gave “no basis for dominance by the lords” and that accordingly 
“there appears to be no direct correlation between changes in the types of tools 
and changes in social structure” (p. 188). This negative conclusion has an obvi- 
ous and direct bearing upon the problem of origin and diffusion of serfdom in 
Russia. Indirectly, it may serve to stress the role of political power in the process. 
It is important to see this point come from the pen of a scholar who has versed 
himself so deeply in the technological aspects of Russian agrarian history. 
ALEXANDER GERSCHENKRON, Harvard University 





The Rise of American Economic Thought. Edited by Henry William Spiegel. 
Philadelphia and New York: Chilton Company—Book Division, 1960. Pp. ix, 
202. $5.00. 


This is a compact book of readings. Passages are reproduced from the writings 
of two dozen men who lived in the United States, or the earlier colonies, and 
contributed to economic thought. The time period covered extends from the early 
seventeenth century to the founding of the American Economic Association in 
1885, with major emphasis given to the later years. 

The volume consists of twenty-four short chapters, most of which are devoted 
to the contributions of a single writer on one or several topics. The chapters fol- 
low in chronological sequence. The first four are on Puritan economic thought, 
Franklin, Hamilton and Jefferson. The last four are on John Bates Clark, Alex- 
ander Del Mar, Simon Newcomb and the founding of the American Economic 
Association. Each chapter opens with introductory comment, briefly relating the 
writer and his work to the main currents of economic thought. Spiegel has also 
provided a one- or two-paragraph introductory or concluding comment to supple- 
ment some of the quoted passages. About four fifths of the space is devoted to 
excerpts from the writings of the economists covered, and about one fifth to 
commentary. There. is also a suggestive bibliography of nine pages, and the 
book is indexed. 

The four longest chapters are given over to Franklin, Hamilton, John Rae and 
Simon Newcomb. I may suggest the tone of the book by indicating the topics 
covered in these four chapters. 

The chapter on Benjamin Franklin includes passages from his comments on 
paper money and on population. The chapter on Alexander Hamilton includes 
passages from both of his reports on public credit, from his report on a national 
bank and from that on manufactures. The chapter on John Rae includes passages 
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from his comments on the nature of capital, on taxation of luxuries, and on gov- 
ernment as promoter. The chapter on Simon Newcomb is devoted to his concept 
of societary circulation: the flow of money and credit and the reverse flow of 
goods and services. 

The passages reproduced appear to have been selected chiefly because they 
furthered the development of economics as a formal discipline. If Spiegel’s focus 
was intended to be on economic analysis rather than on policy formation, this 
may explain his by-passing of comment on internal improvements, a live issue 
in the nineteenth century. This emphasis on analysis rather than policy may also 
account for omission of such men as Tench Coxe and Albert Gallatin. But this 
means leaving out some penetrating comments of the period which are of par- 
ticular interest to the readers of The Journal of Economic History. 

I have tallied the pages devoted to reproduced passages under four arbitrary 
headings. Money, capital and finance receives one third of the space. Population, 
wages and slavery receives just over one fourth. The two general topics rent and 
income distribution, and tariff, taxation and manufacturing, are each given about 
a sixth of the space. The remainder is devoted to such diverse topics as location, 
national income and productivity, and moral aspects of economic issues. Problems 
of economic development are given some attention in selections on banking and 
finance and on the tariff. 

Spiegel explains in his preface that the volume was compiled initially to pro- 
vide reading for a course in history of American economic thought. The volume 
will be very helpful to anyone offering such a course. Beyond this, it may serve 
to advantage, in a supplementary way, in courses on history of thought in which 
some emphasis is to be given American writers, or it may serve in advanced 
courses in American economic history in which supplementary reading on eco- 
nomic thought is introduced. The availability of this book may contribute to our 
giving American economic thought more attention in such courses. 

My major complaint is that Spiegel was overly severe in keeping the volume 
within bounds. The introductory comments for each chapter are confined to 
one or two pages and the excerpts reproduced are severely cut. The average 
over-all length of the chapters is less than eight pages. Such brevity has, however, 
offsetting advantages. Students can readily obtain from the volume a summary 
exposure to American writers on economics. Also, the book is available at a price 
that permits of its use as a supplementary text. 

TuHeopore F. Marsurc, Marquette University 





Gold and the Dollar Crisis. By Robert Triffin. New Haven: Yale University Press, 
1960. Pp. xiv, 195. $4.75. 


It is something of a handicap to review this book at the leisurely pace of a 
scholarly journal. A collection of papers, Congressional testimony and even news 
articles, it sets out the ideas propounded by Triffin for the last two years which 
are now widely known, discussed, and on the point of possible legislation. So 
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widely disseminated have the ideas become that when I saw the book in an Ox- 
for undergraduate’s room last fall, and asked him whether he supported Triffin’s 
proposals, he answered “Of course.” 

Triffin believes that the currency-exchange standard is doomed, as the gold- 
exchange standard was, when there is more than one reserve center. As reserves 
pile up in the stronger center, a point is reached when its liabilities look high in 
relation to its own reserves, and holders of these liabilities will transfer them 
to other reserve centers, engendering a liquidity crisis. In his view the dollar is 
faced with the same sort of crisis as brought down the sterling standard in 1931. 

The remedy proposed is the internationalization of currency reserves by trans- 
ferring them to the International Monetary Fund. It would still be possible, as 
Triffin recognizes, for holders of I.M.F. liabilities to transfer them into gold if 
they became disturbed about the liquidity of the I.M.F. But runs out of one 
national currency to another would be avoided. There would also be transitional 
problems, against which he attempts to provide. The long-run provision of liquid- 
ity for world trade, which gold production can no longer meet, would be under- 
taken by I.M.F. loans. 

An essential element in Triffin’s analysis is that the balance-of-payments prob- 
lem of the United States and the world liquidity problem are one and the same 
problem (p. 165). But this is not the universal view. Some observers think that 
there is (or has been) a balance-of-payments problem, and that the liquidity 
problem will vanish when that is solved. Others take the view that the balance- 
of-payments problem is not serious but the liquidity problem is. I happen to 
belong to the school which says there has been a serious balance-of-payments 
problem, which may re-emerge unless the German economy succeeds in eliminat- 
ing or financing its persistent surplus; and that there may be a liquidity problem 
even after persistent balance-of-payments problems have been met, owing to the 
existence of more than one center, but that there are easier ways of eliminating 
or forestalling it than those proposed by Triffin. I find Triffin’s analysis of the 
demand and supply of reserves in statistical terms mechanistic and forced; his 
proposal flawed by the view that the way to add to world reserves is to make 
long-term loans by the I.M.F. to underdeveloped countries, who would not hold 
the reserves (pp. 97 ff, 117); and by the complexity of his scheme. He has denied 
in public discussion that the plan is difficult of public understanding and therefore 
hard to put across, but the book admits of “enormous administrative and political 
hurdles” (p. 128). 

The scheme must be reckoned with. Triffin’s deep understanding, his reputa- 
tion as a monetary expert, and his skill as an advocate make certain that the 
Triffn plan will be.thoroughly debated. His economist colleagues may be put 
off a bit by his prophetic vision, Messianic exhortation, ironic treatment of less 
far-seeing mortals, and excessive language. (Eight lines on p. 145 contain the 
expressions “monetary chaos,” “utter irationality,” “extreme vulnerability” and 
“catastrophically demonstrated.”) But the public, including the Congress and 
the Oxford undergraduates, love it. And even his irked colleagues must acknowl- 
edge, with thanks, his important contribution to the analysis and discussion. 

Cuartes P. KinpLeBercER, Massachusetts Institute of Technology 
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The Winegrowers of France and the Government Since 1875. By Charles K. 
Warner. New York: Columbia University Press, 1960. Pp. xvi, 303. $6.00. 


This is a highly instructive case study of policy formation in an important 
sector of France’s economy. The author has collected carefully the data which 
illustrate the boom and bust cycle of winegrowing; he offers a rich documenta- 
tion to explain why overproduction of wine has now become chronic. His figures 
on alcohol consumption and its social costs are revealing, though some will object 
that they are all drawn from sources inimical to the time-honored mystique of 
the vine. 

But the most distinctive value of the book lies in its description of how the 
winegrowing interests have succeeded in fastening the main burden of viticultural 
protection on the national collectivity. French winegrowing is an atomistic activ- 
ity with one million and a half producers supplying probably less than thirty 
million consumers. To speak for that many voters and to defend their interests, 
parasitical though they may be, has made the winegrowing lobby all but invinci- 
ble in the parliaments of the Third and the Fourth Republics. The two major 
pieces of regulatory legislation, the Statut de la Viticulture of 1931 and the Code 
du Vin of 1953 had a similar history which the author has analyzed competently. 
Each time, the bills introduced by the government to deal with the twin problems 
of overproduction and non-remunerative prices were thoroughly transformed by 
the Parliamentary Committee on Beverages, which has been at all times little 
more than the institutional facade of the alcohol lobby. The resulting patchwork 
soon proved impractical and had to be altered by administrative measures on 
which again the interest groups weighed heavily, until in fact the small number 
of efficient producers were penalized most heavily and the masses of the most 
inefficient made secure in their inefficiency. The influence which the organiza- 
tions of winegrowers exercised for many decades on the price policies and the 
management of the centrally important administrative agency, the Service des 
Alcohols, is described in measured but accurate terms. 

To analyze the structure of the pressure groups involved and to describe their 
tactics in detail is beyond the pale of the book. The author reveals, however, the 
main sources of its strength when he shows how on the one hand the alcohol 
lobby has been able to capitalize on some of the most powerful myths in French 
society (the sacredness of property, the protection due by the government to the 
small, etc.), and how on the other hand it veered between influencing govern- 
mental organs through legalized channels and threatening with mob action on 
the roads and by-roads of the French countryside. 

The economic historian will be particularly interested in the author’s successful 
attempt to relate the problem of winegrowing and the alcohol monopoly which 
helps to subsidize it to the larger problem of French economic development. 
His study discusses the place of winegrowing in a rationalized French agriculture 
without concealing that, as far as agriculture was concerned, the first Monnet 
Plan was not far from an unmitigated failure. If the author can point to some 
successes in meeting the difficulties of French viticulture, his judgment of the 
final results of the seemingly unavoidable government intervention remains very 
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guarded. The book leaves off with Mendés-France leaving the political scene. 
What sequel the Fifth Republic will write to Professor Warner’s excellent book 


will be fascinating to watch. 





Henry W. Exnrmann, Dartmouth College 
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